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challenge confronting us in the twentieth century is that of 
er6nomi(r insecurity ^ which weighs down our hveSj, subverts our liberty, 
and f^strates our pursuit of happiness , . The wage system has made 
economic security depend entirely on the stability of our jobs Such utter 
dependence upon a wage for the necessities of life has never before been 
Inown in any society . It is our complex civilisation which, while 
conquering nature, time and space, has made men the slaves of their jobs 

It IS the gnm paradox of our present-day society that with granaries 
bursting with food supplies, warehouses filled with shoes and clothing, 
and foods of every kind in over abundance, men, women and children 
go hungry and naked or depend on chanty for their very existence 
Fantastic and ridiculous as it may seem to a visitor from Mars, it is the 
stark reality today Unlike earlier days when insecurity was brought 
about only by forces beyond human control and from insufficiency of 
' oodii, ^he great insecurity of our day prevails despite our luxunant plenty 

. The insecurity of our wage earners in the face of the hazards 
of modern life menaces more than mere national piospenty It endangers 
the very existence of the social order No society which exposes the 
majority of its members to such grave and continuous hazards can endure 
for long” 


ABRAHAM EPSTEIN. 




FOREWORD 


M r. M. R. IDGUNjrS book on Social Insurance and India 
is a well planned treatise 

It is divided into two parts. Part I is general and deals with 
two main topics: (j[) the f our principal branches of social insur". 
ancC j vm y (i) Workmen’s Compensation, (ii) Sickness Insurance, 
(lii) Pension Insurance, and (iv) Unemployment Insurance, and 
(H) the different fina ncial aspects of so cial insurance . sjudbuag 
the financial resources, the actuarial technique and financial 
administration. The discussion of the financial aspects of social 
insurance is aimed to explain the various problems connected 
with thp financial resources required for the working of social 
insurance schemes, the various systems according to which the 
resources can be organised so as to have social msurance schemes 
working on sound lines and the problems of administration con- 
nected with the financial side of social insurance. 

JPart II deals with the problem of social insurance in relation 
to conditions prevalent in India In this part the provisions of 
the Indian Workmen’s Compensation Act, 1923, and of Sickness 
Insurance are subjected to a critical examination In addition 
to this, there is a discussion of the Beveridge Plan of social 
security and of the scheme of social security adopted in New 
Zealand. The discussion ends by an exploration of the possibilities 
for social security measures in India The author holds the view 
that sound social insurance measures are not feasible in India 
unless certain fundamental difficulties are removed, and the country 
makes a substantial advance economically and is rid of the stark 
poverty that prevails in it today. The reasons in support of the 
stand he has taken are set out clearly and fearlessly Realizing that 
India IS predominantly an agricultural country and that the agri- 
cultural population sadly needs protection, the author has suggested 
a scheme of crop insurance based on the principles of social 
insurance If indeed a scheme of crop insurance be evolved 
on the lines suggested by the author, it should go a long way 
in bettering the conditions of the rural masses in our country 
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and lessening the terrors of famines that often visit them 
Social insurance is a new thing in India. 

all students oi j examination of the prob- 

i. l„„d and ha. eaponhon h 

lems arising out ot it ms siyi'- 
very clear. 


B R AMBEDKAR 



PREFACE 


W ITH the battle of freedom over, we are now face to face 
with a number of urgent economic problems that had been 
either ignored or shelved so far The Government of free India 
i« now shouldered v-ith the grave and important responsibility of 
planning the future on foundations of justice and equity to fulfil 
the ideal of a happier and fuller life for the ordinary citizen. 
It must be realized that political freedom actually does not and 
shall not mean anything to the common man, so long as it does 
not secure for him freedom from want. Removal of economic 
insecurity has been rightly recognised as one of the foremost duties 
of the State. It is therefore, gratifying to find that India is now 
taking a step forward in that direction with the Workmen’s State 
Insurance Bill on the legislative anvil 

The idea of social security is rather ne w to the peoplejin 
Although the subject is qmt^ popular, it — ^paiticulalrly its^ scope 
and possibilities — ^is not yet widely and clearly understood This 
is mainly due to the fact that while there are a number of books 
dealing with particular aspects of it and particular countries, there 
is almost a complete lack of concise >et comprehensive books 
dealing wnth the whole subject and giving a comparative idea 
of the progress made in various countries. This fact was borne 
in mind while writing this book. Therefore the theory and 
practice and the financial aspects of social insurance have been 
described and explained in Part I of the book. It is hoped 
that this part would prove extremely useful to the average reader 
and its study should enable him to apply his mind independently 
to the question of introducing social insurance measures in India. 
After thus equipping the reader with this information, he is taken 
to the Indian scene in Part II of the book w^here the problem 
in India has been exhaustively and critically discussed The 
peculiar conditions prevailing in our country have been given 
due thought in this discussion. 

Appendix I deals with the economic conditions of Indian sea- 
men and the proposed scheme of social insurance for them. 

SI 
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Appendix II gives some details regarding the benefits granted 
in New Zlealand and its expenditure on social services Appendix 
III states the actuanal formulae involved in typical schemes of 
sickness and pension insurance The Calcutta Claims Bureau 
representing insurance companies had issued a statement in defence 
of the present Workmen’s Compensation Act sometime after the ; 
publication of the Adarkar Report. Appendix IV rephes to that 
statement 

It may be added here that this work was originally written 
as a post-graduate thesis a little over three years ago. It was 
revised later and brought up-to-date. Yet it has not been possible 
to discuss the new legislation adopted m Great Britain particularly 
and a few other countries, and the Workmen’s (now changed by 
the Select Committee to Employees’) State Insurance Bill in the 
Indian legislature at •present, as the manuscript was then already i 
in press. However, a brief note on the Indian proposals embodied . 
in the Bill has been added. ^ 

I must express here my gratitude to Professor G. S. Diwan^ 
M.A., F.I.A.(Lond.), of the Sydenham College of Commerce and 
Economics, Bombay, for his useful guidance in my Work and 
particularly for Appendix III of the book mentioned above. I 
am also obliged to Principal S G Panandikar, M. A , Ph D (Lond ) , 
D.Sc, (Lond ), of the Sydenham College, and Professor K. T 
Merchant, M A , LL.B , B.Sc. (Econ.) (Lond ), of the Elphinstone 
College, for the interest they had taken in my work Thanks 
are due to Mr. E. K P. Menon for willing help in typing out, 
the whole manuscript at short notice. I must also acknowledges 
the kmd permission given by the„editors of CoTUtnerce and Easteff^ 
Economist for reproducing in this book portions from my articles 
that appeared in these journals. I am grateful also to Mr. Suml 
Janah and The Illustrated Weekly of India for the photographs 
which appear in this book 

Bombay, ’ MANOHAR IDGUNJI. 

March 1948. 
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CHAPTER II 

WORKMEN’S COMPENSATION 

W ITH the Industrial Revolution in the 18th century, the 
economic conditions of England changed Soon similar 
changes in the method of production were introduced in other 
countnes One of the features of the new order w^as the factory 
system With the rapid spread of the factories, close at the 
heels of the benefits that were reaped, the inevitable evils of 
the system came to hght Amongst these one of the most 
horrible was the plight of the factory workmen With the intro- 
duction of machinery, the number of accidents amongst workers 
had naturally mounted and the question of relieving them attracted 
all thought and attention 

The problem ^of prevention of such accidents was tackled, 
Although very important m itself, prevention is not a perfect 
remedy Preventive measures applied intelhgently do reduce 
considerably, but not completely, the number of accidents ; not 
even the most perfect and ideal preventive measures do so. Some 
accidents are inevitable and hence the idea of compensating the 
workers for such injuries originated y This was the only solution 
to the problem of industnal accidents This idea is indeed 
simple, practical, just and humane How^ever its realisation 
in practice and its institution m the legal system took a long 
time The idea was that when a workman gets injured while 
working for his employer, the employer should compensate the 
worker for the economic loss caused to him by such injuiy 
The law took a long time to realise and recognise this conception 
of employer’s liability * 

Principle of Occupational Risk 

This is a simple principle purporting that, apart from any 

* In the case of Great Britain, the change from common law to Work- 
men's Compensation Act of 1897 makes an mterestmg study 
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idea of responsibibiy. compensation for the damage caused by 
any object must be paid by the owner thereof-t^When this 
principle is accepted, the problem becomes very simple. The 
idea of “ fault ” is removed. Since the employer is a person 
who owns the organisation whereby a number of men and 
machinery come together for work which may and does actually 
give nse to accidents and injuries, the burden of ccgnoensataon^ 
for them without any question of fault or responsibility must 
naturahy fall on the organisation and the employer, as after all 
the risks are inherent in the work. In fact these risks are as 
natural as those of depreciation of machinery, cost of repairs, 
upkeep of premises, etc.. And therefore the cost of compensation 
for injuries should form one of the liabihties of the undertaking 
as the abovementioned expenses do.f Like the overhead 
expenses, this cost should be borne by the employer. This 
principle may even be looked upon as a compromise. The 
employer waives his common law protection and the worker 
waives a part of full compensation claimable on his proving 
employer’s fault 

Since the employer’s hability is made defimte, there has been, 
a scientific approach to the question of the amount of com^n- 
sation. Since it involves the assessment of fixed compen^tion, 
fixed scales of compensation have been worked out in different 
countnes, based on the injured person’s wages^ and allowing fojr 
the seriousness of the accident and its consequences or, in the 
event of death, based on the nature and the number of 

dependents. y 

According to the doctrine of Occupational risk, in principle, 
when an injury attributable to the work befalls any worker, the 
legal basis of the right to compensahon and of the liabihty to 
pay must be the same whatever the t57pe of the undertaking, the 
workman, the work and the injury However a review of the 
laws in the different countnes shows that this is not so in practice,, 
where it has serious himtahons and exceptions, e.g , small under - 

* International Labour Office, Studies and Reports, Series M, No. 2, 
Campensatxon Against Industrial Accidents (Geneva, 1925) 

f International Labour Office, Studies and Reports, Series M, No 12, 
International Labour Of^ and Social Insurance (Geneva, 1936) 



takings, agncultnre, domestic service, etc,, are omitted from tke 
operation of the laws. ^ 



•^'llistoncally, smce the prinaple of employers' hability for occu- 
pational nsk arose owing to the impetus given by the scandals 
of the factory system, in the earher schemes workmen's com- 
pensation was limited only to factories and minesy wha:e the 
danger of accident was very great. However, the principle 
pressed on to its logical conclusion and has now spread to almo^ 
ail undertakings, and covers most employed persons. 

On a review of the present laws it appears that domestic^ 
service is the employment which is most commonly excluded 
from the schemes of compensation m about half the number of 
countries, which have at aU adopted any scheme of workmen's 
compensation. Agncultural enterpnse udng machinery is now 
covered m most of the schemes, either generally or specially , 
still about a fourth of the Acts exclude aU farm labour. Another 
group to be generally excluded is that of small industrial 
concerns or non-mechamsed plants, which are excluded m about 
a third of the laws. Seamen are left out in about a third of the 
laws, casual workers m about a half and home workers or out- 
workers m the majority.* 

So far as the undertakings are concerned, the scheme should 
not leave out any of them is no rational cau^ to be 

found for any omission However in most countries small under- 
takings emplo3dng workers below a certain minimum fixed by 
the statute are exempted from the operation of the law, the 
reason given being that the resources of the small employer hardly 
exceed those of the worker and therefore he cannot be expected 
to carry the burden of compensation. Similarly some under- 
takings are left out on the ground that they mvolve only a 
shght accident nsk, e g , domestic service, agnculture, etc These 
exceptions are incompatible with the pnnciple of occupational 
nsk and the nght to compensation of the worker and the 
liability of the employer to pay it must be conceded and enforced 
in every case 


* American Academy Annals, op cit 



SOCIAL INSURANCE 


22 

fax as the workers are concerned, we again find similar 
limitations to the principle of occupational nsk. Non-manual 
workers gettmg a salary above a certam hmit are excluded m 
almost aU countnes. Similarly casual workers are left out, as 
also outworkers. Non-manual workers are excluded on the 
ground that they by virtue of their high remuneration are able 
to look after themselves. Such other exclusions are defended 
on the ground of expense and difficulty of collecting preimay 

In Great Bntam, persons covered are those who work under 
a contract of service whether by way of manual labour or clerical 
work or otherwise except (1) non-manual workers gettmg over 
£S50 per year, (2) casual workers employed otherwise than for 
the purpose of the employer's trade or busmess, (3) members 
of the pohce force, (4) outworkers, (5) members of the employer's 
family dwelling in his house, (6) naval, military or air services 
of the Crown.* 

There is one more point to be noted about the scope of work- 
men’s compensation. With merely the principle of employer’s 
liability, mdependent workers hke the artisan, peasant or the 
fisherman are naturally left out. However if employers are made 
to insure compulsorily their nsk agamst accident with a State 
Fund, and if thus workmen’s compensation becomes a branch 
of social insurance, this accident insurance as a branch of social 
insurance can take care of these independent groups also and 
provision can be made for them to insure their occupational nsk 
with the State Fund, either voluntarily or compulsonly as in 
Germany and Italy f 


Risks Covered 

The nsks covered by workmen’s compensation are the economic 
loss, i.e., the loss of wages, and the medical expenses resulting 
from the injunes. Whenever a worker suffers injuries, these do 
not result in economic loss, i.e , loss of wages, on every occasion 
According to Swiss expenence, injunes involving economic loss 
amount to about two-thirds of all accidental injunes J Indus- 

* Salmond’s Law of Torts (ninth ed ) 
t I.L O , Senes M, No 18, op. cit , p 31 
fibid.p 36 



trial injuries result in two ways either by industrial accidents 
or by occupational diseases. The latter have not yet received 
recognition in all countries, but they are now being compensated 
for in an mcreasing number of countries. 

Indusirud Accidents 

The definition of ^e^ord “ acadent " has not been found 
easy to formulate. of the workmen's compensation laws 

have reframed from defining this term, for fear, perhaps, that 
any defimtion nught unnecessarily work hardship on the worker 
by madvertentiy providing some loophole for some accident cases 
to slip through. These laws have remained content with merely 
saymg that there must be an injury connected with the victim's 
worky/^ Etymologically, accident means simply an imusual event 
or imexpected occurrence. However, this meaning is quite 
inadequate for the compensation laws ^/§ome countries have 
Ventured upon some definition. For instance, ?n Brazil, an 
accident has been defined as a sudden, violent, external and 
not wilfully caused occurrence, producing bodily injuries or 
functional disturbances".* X 

Accidents may have diff^ent effects, all, however, varying m 
degree. The general result is that the worker is prevented from 
working and is thus incapacitated, i.e., loses his capacity of 
earning wages. Now this capacity may be affected in a number 
of ways ; and therefore four^ convenient divisions have been made 
of this incapacity, although they are not so followed in all th^! 
countries * (1) Permanent total mcapacity, (2) Permanent partial I 
incapacity, (3) Temporary total incapacity, and (4) Temporary j 
partial incapacity. 

Incapacity is said to be permanent when after the injury has 
been fully healed, the accident is found to have resulted in a 
definitive reduction m earning capacity. It is total when the 
worker is considered as being unable to engage regularly in any 
remunerative occupation It is partial when the workman is 
able to obtain a diminished wage in some employment Incapa- 
city is said to be temporary, when in view of the nature of 
the injury, there is reason to believe that after a period, recovery 


♦ Compensation for Industrial Accidents — I.L O , M 2, p 115. 
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will be complete and no definitive reduction in earning capacity 
will result. As in the case of permanent incapacity, temporary 
incapacity may also be total or partial. 

Whatever the form m which mdustnal accident '' might have 
been defined in dif£eren± countries, ;^e interpretation of the defi- 
nition has in most countries resulted m endless htigation and 
has created volumes of case law of bewildermg bulky^ This has 
been found to be so particularly in those countries like Great 
Britain, where there is no State insurance fund and cases are 
settled in ordinary law courts. In Great Britain, for instance, 
compensation is awarded to workers covered by the Act for 
" personal injuiy by accident ansmg out of and in the cause of 
employment ’L To a layman these words look indeed qmte clear, 
simple and straight. Yet the interpretation of these words has 
meant endless htigation and a ventable jungle of case law, 
through which neither hght nor warmth can penetrate.* 
this has naturally resulted in great hardship and injustice to the 
worker ; smce his economic and educational disabilities make 
him too weak to stand against the resources available to a large 
insurance company or a big employer, even though he might 
be helped by a trade umon/ The term ''accident'" has been 
defined as " any unexpected mjuiy resulting to the workman 
m the course of his emplo3nnent from any u^ooked for mishap 
or occurrence ",j* Now, to arise out of the employment, the 
accident must be sustained while the injured person is engaged 
in domg something which it was his duty to do as part of his 
emplo5mient. To be in the course of his emplo3mient it must 
take place dunng the time that he is engaged in his employment 
This has naturahy resulted in a vast amount of litigation, since 
often the tendency of the employer or his insurance company is to 
avoid making the payment of the compensation. This indeed 
makes one doubt the practical benefit of the Workmen's Com- 
pensation Acts to the working class. The only remedy to this 
seems to be the compulsory insurance of the employer's hability 
iwith a State mutual fund, which affords better scope for the 
jadministration of the compensation laws in the real interests of 

* Social Security, Ed by Robson, p 12. 

t Fenton vs Thorley (1903), A C 765 



the worker, -^he only benefit that the worker might have derived 
from such htigation might be said to be that these court decisions 
have tended to widen the notion of accident, which would have 
been impracticable for legislation to do/ 

As mentioned above, the principle of occupational risk lays 
down that accidents, without any idea of fault, must be looked 
upon as inherent in an occupation Although this is generally 
the case, it cannot be demed that while on one side some acci- 
dents might result from the employer's negligence or fault, on 
the other side some might take place owing to wilful misconduct 
on the part of the workman. And m such cases it would be 
unjust to compel the insurers to pay or to allow the workman 
to get compensation But such questions being very disputable, 
the general practice has been to ignore such cases except the 
most inexcusable like, say, the employer’s failure to provide the 
prescribed safety apphances or, say, their wilful removal by the 
workers In such cases the guilty party is made to suffer : the 
worker loses his compensation, while the employer, when guilty, 
has to repay compensation to the insurer or pay extra compen- 
sation to the injured workman. The placmg of the liabihty on the 
employer has been said to be justified by the fact that he has 
the power to take preventive measures This reason does not 
seem to be correct, since preventive measures, as said above, 
however mtelhgently apphed or however perfect, can never 
completely eradicate the accidents, which are to a certain extent 
mevitable. It can be better justified on the ground of the 
worker's economic condition and by the fact that after all the 
worker w’orks for the employer w^ho owns that orgamsation and 
is in a position financially to pay compensation 

Occupational Diseases 

Another point to be noted about the nsks covered by work- 
men's compensabon laws is that relating to the occupational 
diseases The earlier laws covered occupabonal accidents only. 
The occupational diseases were excluded, because then it was 
thought impossible to prove that the disease in any particular 
case resulted from the work. However with the advance of the 
medical science, it became obvious that the diseases were caused 
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by the work. Soon the notion of occupational injury was held 
to cover occupational diseases that resulted from the work, and, 
at present, majority of the laws cover an evergrowing number 
of such diseases These diseases have been covered m the dif- 
ferent laws m two distmct ways. In some cases the diseases 
covered by the law have been expressly stated m a list. In 
Great Bntam the Act contams a hst m which against every 
disease in the hst is mentioned the occupation which has been 
conclusively proved to cause it, so that, if such disease arises 
m any other occupation, the burden of provmg that it resulted 
from the work falls upon the worker Such lists of diseases have 
been lengthening (already over twenty) just as chemistry intro- 
duces new poisons into industrial processes and medical science 
confirms the occupational origin of the new diseases. The other 
method of inclusion has been that of simply deiSnmg the nsk 
covered as physical mjury met with during the work, so that 
this definition mcludes not only an accident, but any disease 
which can be proved to have ongmated in the work, whether 
suddenly or gradually This is the case in Brazil, Calaforma and 
New South Wales. The ideal method seems to be first to give 
an exhaustive list of diseases together with the occupations origi- 
nating them, and then add the abovemenboned general definition 
of the nsk covered, so as to mclude any new disease also.^^j/^ 

Benefits 

The benefits granted under workmen's compensation systems 
may be divided into two classes, viz., cash benefits and benefits 
in kind. 

Cash Benefits 

The cash benefits are calculated in terms of previous wages. 
Such wage from which the compensation is calculated is called 
the basic wage It is used to measure the loss suffered. The 
basic wage generally means the average weekly or monthly wage 
dunng SIX months or a year next preceding the date of the 
injury. Maximum and minimum limits are put on the basic 
wage and consequently on the compensation payable — ma xim u m , 
in order not to burden the employer too much, and mini mum, 



to avoid pB.ying small compensations 
Now, the economic loss that befalls a worker from an injury 
may broadly be divided into three states : economic losses result- 
ing from (1) temporary mcapacity, (2) permanent incapaaiy, 
(3) death. Benefits granted m these cases perform, socially 
speaking, the same functions as sickness or mvalidity insurance 
do The different kinds of incapacities are already explained 
atove. 

"Compensation in case of temporary incapacity is given in all 
countries by way of daily or weekly allowances In most of 
the countnes there is a waitmg period, the object of which seems 
to be that of avoiding to put adimmstrative machmery into 
motion on account of tnfiing injuries. Another object is to 
discourage mahngermg by making the worker bear the cost for 
first few days. The length of the waitmg period differs m 
different countnes — ^it vanes from three days to ten or even 
fifteen days Even about the working of the waiting penods 
there are three different plans . Taking the waitmg period to 
be of n days, (1) payment may commence from the (n — m)ih. 
day, (2) payment is made from the ^^th day, but if the incapacity 
lasts for n — m days, where m is a certam number, then in that 
case retrospectively payment is made as from the very first day, 
(3) lastly, payment may be made from the first day, only if, 
however, the penod of illness outlasts the waitmg penod,* The 
pa 3 niients once started last until recovery, or until it is ascertamed 
on the completion of medical treatment that a permanent 
mcapacity exists A maximum period is set for the grant of 
temporary incapacity benefit Another arrangement worth noting 
IS the minghng of two systems in some countnes, viz., the work- 
men's compensation and sickness msurance It exists in 
Germany and some other central and eastern European countries. 
From the date of the mjury, the sickness fund bears the expenses 
for the medical treatment and the pa 3 nnent of temporary 
mcapacity benefit If the incapacity exceeds a fixed penod, the 
further expenditure of the sickness msurance fund is refunded 
by the Workmen’s Compensation Fund concerned 
* Compensation for Ind Acadents — I L O , M 2, p 263 
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Methods of Payments 

So far as the '^compensation for permanent incapaci^ and 
death is concerned, three distmct methods of payment are in 
practice. One group of laws, foUowmg the practice of Germany 
and France, gives pensions for the permanently mcapacitated 
and for the widows and children. Another group of countnes, 
the prominent among them bemg Bntam and Spam with some 
American States, gives compensation in these cases in the form 
of lump sums. The third group stands half-way between the 
first two , It consists of most of the Amencan States. These 
laws provide for the calculation of the benefits as lump sums, 
bpt for their payment in equal instalments over a limited period^ 

The payment of benefits in lump sums is open to two main 
objections, viz., (1) there is the fear of the money being 
squandered away or lU-used and then from the social point of 
view the value of such payments is therefore almost zero. (2) 
The lump sum is often fixed without reference to the age of 
the mjured person In most countries, the pa 3 mient is one-half 
to ten times the yearly eammgs. In no case, however, is there 
any relationship l^tween the extent of the pecumary loss suffered 
and the compensation awarded^That the victim's age is an 
important factor in this matter can be made clear by one simple 
illustration . paying two persons of ages 25 and 60 the same 
amount for the same physical injury — ^it amounts to paying 
equal compensation for unequal loss.* 

Pa 3 mient m the form of pensions is easily seen to be the best 
method and it is gratifying to note that the tendency has been 
to adopt pensions as the normal iojm of compensation for 
permanent incapacity and death. yiAxmp sum pa37ments ^em 
to be useful only in two cases . (1) exceptional cases on indi- 
vidual merit where they mean some valuable advantages for the 
beneficianes and (2) m cases where the incapacity is very small, 
say, less than 10 per cent., so that pensions would amount to 
very small sum^ 

Amount of Compensation 

The amount of the compensation is fixed at a proportion of 


♦ LL.O , Senes M, No 12, op. cit., p 31 



wages — as allowance for temporary incapacity. At common law 
there were chances of huge amounts being obtained as damages 
even for pam and suffenng. So this compensation is, as already 
said, almost a compromise, being a moderate but sure pa 3 nnent. 
A rational cntenon for fixing the compensation rate is not easy 
to devise. The majonty of the laws now follow the standard 
of Germany's pioneer measure m granting 2/3rds of the wage 
loss. Some Acts have even raised it to 70 or 75 per cent of 
the basic wage. The British amount is lower, being 50 per cent, 
of the weekly wages In Bntain the maximum sum payable is 
£600 Additional compensation is paid in only few countries 
for incapacity caused by an accident or disease, necessitating the 
c^stant attendance of another person. 

^.^/^he payment of cash benefits has not been without its prob- 
lems * One problem has been the adaptation of the pensions to 
the cost of hving This problem exists not only for workmen's 
compensation, but generally also for all social insurance schemes, 
but this problem has not been faced or tackled systematically. 
The procedure hitherto followed has been to wait till the situation 
of the pensioners or the insurance mstitutions becomes impossible 
and then to adjust the rate of compensation by ad. hoc legisla- 
tion. The British Act, it is worth noting, as amended in 1923, 
has provided that a change of 20 per cent up or down m the 
level of wages in the victim's occupation at the time of accident 
justifies a correspondmg adjustment in bis periodical payment * 
However, this rule has not much been seen in apphcation because 
of the practice of lump sum settlement of claims for permanent 
incapacity Countries with State Mutual Fund should find it 
easier to evolve some similar or other system for such adjustment^ 

Evaluation of Permanent Incapacity 

. The second problem is that of the evaluation of permanent 
incapacity After the accident, before the worker recovers, he 
is in practice required to abstain from work during the heahng 
penod, when his incapacity is total But when that period ends, 
the result may be permanent incapacity in some degree Since 
accidents visibly affect a definite part of the body, the physical 


♦LL.O., Senes M, No 18, p 40 
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damage can be easily described more or less accnrately. How- 
ever, the problem is the extent to which the eammg power has 
been reduced by whatever incapacity that remains, since it is 
this reduction that the workmen’s compensation scheme seeks 
to indemnify. The intention is to assess such permanent incapa- 
city with reference to ability to earn in sorhe occupation that 
the victim can get into The factors to be considered are various, 
like age, occupation, sex, the state of the labour market and 
the workman’s willingness to try at adaptation The assessment 
is very difficult, especially because of the last two factorsx 

Several attempts have been made to solve the problem In- 
capacity may be evaluated on the basis of three main concep- 
itions* : (1) Physical invalidity * The loss of strength and fitness 
|is evaluated by reference to the strength and fitness of a normal 
1 able-bodied and healthy person. No account is taken of hkely 
f economic or occupational consequences of the injuries It is 
assumed that schedules of injunes can be prepared, attaching to 
each injury a specific degree of incapacity or a percentage of 
reduction in earning power These schemes make no allowance 
for the very different consequences which the same injuries might 
have for persons differing in age, occupation and training. This 
I method is followed in the major part of Australia, Chile, many 
t American States, India, Italy and Japan 

, (2) Occupational incapacity . It is evaluated by reference to 

^ given employment or group of employments Only one under- 
taking or industry may be considered or whole occupations might 
be considered in assessment Such method is useful for specialised 
occupations. 

^ (3) General incapacity for work * This conception is similar 

to (2) but only wider This conception is based on the remaimng 
earning capacity m the general labour market This conception 
exactly suits the intention of workmen’s compensation scheme , 
but ite actual assessment is difficult and can be done only by 
the method of tnal and error After taking all the relevant 
factors into consideration, the judge may decide on some amount 

* For a detailed treatment of the problem, see Evaluation of Permanent 
Incapacity for work in Social Insurance, I L O , Studies and Reports, Series M, 
No 14 (Geneva) 



But such a decision is likely to leave always room for complaint, 
smce it is a matter of opinion. For this reason alone, a fixed 
schedule having bindmg force as in the first case seems to afford 
a better solution to the problem. 

The method of evaluatmg incapacity consists m comparing 
two wage rates : one is the actual individual wage over a period 
prior to incapacity and the other is the presumed wage when 
the incapacity is evaluated, i e , that wage which the worker is 
expected to get with his remaimng capacity. 

Minimum Degree of Incapacity 

#Another problem that might just be mentioned here is that 
of the minimum degree of incapacity — ^the question whether the 
reduction in the eammg capacity is substantial enough to justify 
the award of a benefit /So in certain countries it is laid down 
that a minimum degree of incapacity must be reached before 
benefit can be claimed. Such a minimum applies in Germany, 
Bulgaria, Brazil, Italy, Norway and some other countries. It 
does not apply in., France, Great Bntam, Japan, Chile and some 
other countries /The main argument in favour of the establish- 
ment of a minimum degree of incapacity is the theory of margin 
of error In the evaluation of mcapacity, there is always that 
mardn of error which vanes inversely with the degree of mcapa- 
city/ In Germany this minimum is fixed at 10 per cent, and 
no evaluation is formulated where the degree is less than that 
figure. /Other arguments in favour are ' that small benefits have 
no real value, fear of undesirable psychological effect of small 
benefits, their unfavourable influence on vocational and physical 
adaptation and, lastly, that financially these small benefits result 
in heavy expenditure due to great frequency of minor injuries. 
The most important objection to a minimum degree of incapacity 
is that the factor of severity of loss should affect only the amount 
of compensation and not the very right to it^" 

In recent years there has not been much of a change in benefit 
rates. From the point of view of social considerations there has 
been one advance and that is the introduction of dependants’ 
allowances. Such dependants’ allowances are paid out of the 
funds of the workmen’s compensation schemes in some countries, 
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while in other countnes hke Australia, Belgium and France they 
are paid out of other funds 

Medical Aid 

Since the industnal injuries affect the worker phyacally, bene- 
fits in kind m the form of medical aid are very important, the 
purpose being to maintain as far as possible the physical inte- 
gnty of the injured and to cure his incapacity The medical 
aid IS important not only to the worker, but also for the employer 
and the insurer whose expenses will be less according as the final 
incapacity is less serious and lasts for a shorter time “Even for 
the community it is important since it is interested in having 
as large a number of productive labour as possible and thus 
reducing the social burden. 

Because of these advantages medical and pharmaceutical aid 
has become a normal feature in most compensation schemes, the 
cost of such aid being defrayed either by employer, accident 
insurance institution or sickness insurance fund However, in 
some countries like Great Bntain, (also India), no provision has 
been made for medical aid, although in the Dominions such 
provision is made At first such provisions in earlier laws were 
only superficial. It was only after the Great War of 1914-18 
that more generous provisions for medical aid appeared 

Even then medical care of the sickness insurance type is not 
adequate for accident Jnjuries, which require specialised and 
complete medical care , for instance, the supply of artificial limbs 
and similar surgical appliances is very important Such provi- 
sion is absent in most countnes Here again a centralised State 
Accident Fund is obviously the most convenient agency for such 
reform Since it can have its own staff of medical supervisors 
and its own clinics or can contract with clinics compl 3 dng with 
the standards it prescribes The most advanced country in this 
respect is Germany, where the most ideal provisions for medical 
aid are made, the Accident Hospital of Dr Boehler in Vienna 
being a typical illustration 

Rehubilitation 

Th^ recent development in the field of medical aid is the new 



idea of rehabilitation The aim has been the TTia yimiim 

restoration of working capacity, for enabling the injured work- 
man to compete again m the labour market The new policy 
consists of two stages the first is tliat after an operation (if 

necessar}^), care is continued to restore the fullest mobility and 

strength to the affected limb Artificial limbs are supplied and 

renewed by the insurance institutions not only for curative 

purposes, but also for permanent use This is by far the most 

important part of benefit in kind. Thus the first phase is com- 

plete medical care. The second stage is specially important for 
those who by Mitue of their disablement must change their 
occupation. And for such persons traimng facihties are provided 
and they are helped in feding new employment. In many 

countries the first is the only phase seen in acbon, since it is 
believed that there are very few permanently disabled persons 
who must change their occupation, and the first phase adequately 
helps them to return to the old occupation This rehabilitation 
m its most complete form is best seen in application in Germany, 
Spam, Cuba and Soviet Russia In Germany, it has even been 
made compulsory for employers to engage a certain number of 
disabled persons m their undertakings In some cases specific 
posts are set aside in preference for the disabled Great Britain, 
so far lukewarm in this respect, has made, since the outbreak 
of World War II, arrangements for the training and placement 
of the disabled 


Administration 

Insuring the Risk 

The organisation and admimstration of the workmen’s com- 
pensation schemes has been moulded differently By different 
national laws WHiile some laws have only declared the 
employer’s liability, leaving the question of insurance to the 
option of the employer, others have made insurance of his 
liability compulsory, not touching, however, the question of the 
manner of insurance This divergence in national laws may be 
traced to two distinct and quite opposite principles, regarding the 
nature of industnal accident insurance The first is that this 
s 
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iastirance is primanly insurance of the employer only and this 
principle has dommated the optional insurance legislation. 
According to the secon^ pnnciple, such insurance can be con- 
sidered only as insurance of workers, and this idea has been 
the keynote of compulsory insurance legislation. Both these 
t37pes of legislation are almost the same m effect, because in 
the former case the employers, having found that insurance is 
the best method of meeting their liabihty, generally go in for 
insurance Very few carry their own nsk The risk is insured 
with either private commercial insurance companies or the 
employers' mutual associations. 

Socially also the insuring of the risk is important It is not 
sufficient merely to assert the principles of occupational risk and 
employer's Lability and fix compensation It is even more 
important that the pa3^ment of that compensation be ensured or 
guaranteed One method has been to make compensation the 
first charge on the property of the debtor But this may prove 
inadequate Many efforts have been made at discovering systems 
affording greater security, e g , constitution of National Guarantee 
Fund, compulsory insurance, etc And of all these systems, 
insurance with its many natural and social advantages seems 
to be the most convenient and useful 

The most common insurance carriers have been . Private 
commercial insurance compames, employers’ mutual associations 
or the State mutual fund The last is found to exist only in 
cases where the national laws have provided for one such mono- 
polised fund The first two are seen where insurance is 
optional, or made compulsory without reference to its method 
Employers' mutual associations have been specified as insurance 
earners by some compulsory laws * While insurance is of course 

* The various aational laws may be grouped as follows — 

(1) No compulsory insurance and funds with no special security or 
guarantee — Great Britain, India, South Africa, Brazil, Greece, and 
some Australian and Canadian States 

(2) No compulsory insurance but funds with special security — 
Argentina, Belgium, Bolivia, France and Spam 

(3) Compulsory insurance, with liberty to choose the insurer — Chile, 
Cuba, Denmark, Finland, Portugal, Sweden and some Australian 
States 

(4) Compulsory insurance, with insurance by employers’ mutuals ^ 



useful in itself, insurance by the first t^^o methods stated above 
IS not the most useful Since the greatest economy is essential 
in the administration of workmen's compensation schemes, com- 
petitive insurance is definitely wasteful for these ptarposes. 
Monopohstic insurer, m the form of a State mutual fund, has an 
ob\uous advantage in the economy of operation. Such mono- 
poly insurance is again useful for the much-needed prompt and 
equitable settlement of claims Monopoly insurance under Slate 
supervision gives the best results 

State Mutual Fund 

The State mutual fund is actually the best carrier of all acci- 
dental nsks Endowed with the monopoly of accident insurance, 
a State mutual fund, when competently managed (free from 
political upheavals), possesses some definite and valuable advan- 
tages for both the employer and the worker The advantage 
that the employer can enjoy is that of low premiums, since the 
element of profit is absent Also some employers, whose risk 
might not have been accepted by the ordinary insurance com- 
panies because of its intensity, can conveniently insure it with 
the fund A cheap and efficient method of collecting premiums 
can be followed Insurance with a State mutual fund will further 
give advantages that are impossible when insurance is carried 
by private commercial bodies Insurance can be automatic for 
all the workers within its scope, and the pa5mient of admitted 
claims be perfectly guaranteed. Then again economy in admi- 
nistration enables improvement to be made in benefits. Another 
very important advantage is thal friction between the claimant 
and the employer is removed, the beneficial result being that 
%vorkmen’s compensation is then administered in the real interests 

Germany, Austria, Czechoslovakia, Japan, Latvia, Luxemburg 

and Poland 

(5) Compulsory insurance, with a specific insurer — 

(a) With an autonomous institution Italy (Agriculture) and 
Switzerland 

(b) With a State fund Bulgaria, Norway, Russia, the Australian 
State of Queensland, some Canadian States, Italy, Japan and 
some American States 

This grouping has been based mainly on facts gi\en m LLO., 

Series M, No 2, op cit , pp 366-445 
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of the workers with less htigation The participation of workers' 
and employers' representatives in the management of the fund 
secures that the law is adinimstered m a fair spirit, and justifies the 
substitution of the fund itself for the courts as the arbitrator of 
claims These particular advantages of the State mutual fund may 
be illustrated by an actual example In Great Britain insurance 
is opbonal Of course the majonty of employers do insure , 
but there is no State mutual fund The result has been an 
enormous amount of litigation and consequent squandering away 
of money Again administrative expenses are heavy The 
Holman-Gregory Committee reported in 1920 that, during the 
last 5 or 6 years, the employers had to pay £100 in premium 
for eveiy £48 paid out in benefits to the injured workman."* 
In 1936, 63.66 per cent of the income from premiums was 
expended in payments of compensation or damages, while 33 31 
per cent went into payment of commission and expenses of 
management It must not be forgotten that the 63,66 per cent 
included legal and medical expenses, f The State mutual fund, 
wherever it exists, has resulted in much lower ratio of expenses 
and lesser volume of libgation 

Another very important advantage that the State mutual fund 
affords is that because of its compactness it can provide the 
best facilities for medical aid and vocabonal and physical rehabi- 
htation. The loose orgamsabon which otherwise arises m the 
absence of a State mutual fund is obviously inconvenient for 
such purposes 

Method of Claiming Compensation 

A bnef reference might be made to the method of claiming 
compensation by takmg the illustration of Great Britain Before 
compensation can be obtained, notice of the accident has to be 
given as soon as practicable after its occurrence and before the 
workman has voluntarily left the employment Failure to give 
nobce may debar the workman from taking proceedings to enforce 
his claim. The rigidity of this and the next rule often works 
hardship on ignorant workers. After giving the notice, a claim 

* Quoted in Robson, op cit , p 59 

f/he^.,p 59, 



has to be lodged with the arbitrator within six months of the 
date of accident or death, if it is not othenMse settled by agree- 
ment Most cases of senous incapacities are the subject of dispute 
and htigation, and court proceedings have their obvious dis- 
advantages for the worker. 

From this bnef study of the workmen's compensation law in 
different countnes m all its aspects like scope, naks, benefits and 
organisation, it appears that workmen's compensation on the 
whole has reached almost perfection only in few countries like 
Germany. In most countnes there are some shortcomings yet. 
The question of occupational diseases does not now generally 
arise, except in the manner of their mclusion in the laws. Apart 
from some minor things, improvement and reform seem to be 
wanted chiefly m two directions : Firstly, the medical aid should 
be complete including even the speciahsed aid, and must be 
accompanied by the supply and renewal of artificial hmbs. Also 
the second phase of rehabilitation, viz., the vocational trainmg 
and placement of the disabled, must not be lost sight of. 
Secondly, a State mutual fund havmg a monopoly for accident 
insurance must be established in all countnes Such a fund 
wiU, with all its advantages, enable the administration of the 
workmen's compensation scheme to be earned in a proper spirit 
and m the real mterests of the worker. 

A Standard Scheme 

The standard scheme of workmen's compensation insurance 
evolved by Mrs. Barbara M Armstrong mdeed deserves close 
study. Wnting on workmen's compensation in Insuring the 
Essentials,^ she says “ The study of the different measures 
suggests the outline of a standard measure that would (1) be 
compulsory and apply to all injuries mcludmg occupational 
diseases, suffered by the worker while at his job, (2) have an 
all-inclusive coverage and except no groups of employees, (3) 
require insurance and offer to employees either a monopoly or 
a State insurance earner m which self-employed workers also 
should be allowed to insure their risks of indu strial injury, (4) 

*pp 281-2 
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provide retro-active waiting period to eliminate cases involving 
tnfling accidents without reducmg the compensation of the 
worker suffermg other mjury, (5) afford full medical, hospital 
and other remedial care to cure or reheve, (6) mciude a Trmnmnm 
compensation to prevent the compensation of the low-paid 
worker from falling below the subsistence level, (7) mciude a 
maximum weekly compensation high enough to scale down the 
compensation only of the exceptionally highly paid worker, (8) 
standardise weekly benefits at a percentage of wages, high enough 
at least to prevent the average workmg family becoming 
dependent, (9) provide for the dependants left by the worker 
suffering fatal injuiy, using the family allowance method of vary- 
mg the benefits with the number of dependants left, (10) 
compensate the disabled worker for the entire period of dis- 
abihty, (11) rehabilitate as far as possible the worker whose 
injury stands in the way of his following his usual occupation, 
(12) provide for adrmmstration by a board or commission sup- 
ported by a sufiScient appropriation to make possible a real 
enforcement of the law for the benefit of the workers, and (13) 
capacitate the admimstration board to^make and enforce safety 
orders for the prevention of industn^''^ccidents and occupational 
diseases/' 



CHAPTER III 


SICKNESS INSURANCE 

A lthough like workmen’s compensation, sickness insurance 
received increased attention after the (^velopment of 
industries with the mtroduction of machinery, 4t has a history 
of its own that extends far into the medieval times,*'^ The import- 
ance of protecting the workmen from the hazard of sickness was 
recognised even then and the guilds of the middle ages often 
provided for the assistance of their members in case of sickness 
and injury These guilds were mostly founded on the occupa- 
tional basis ^he protection was granted not from any social 
motive, but only m the economic interests of the masters. As 
a rule the benefits w^ere granted in the shape of a loan, to be 
repaid by the workmen when enabled to work after restoration 
to health. Obviously the field covered by these activities was 
very small./ 

The guilds then in course of time having become too strong 
and iyrannicalwere duly abolished The State was at that time 
completely TOn^alant about the affairs of individual persons 
imder the spell of the doctrine of laissez-faire /Some stray 
attempts were made by the employers, for reasons altruistic or 
selfish, for the protection of the worker agamst sickness. Being 
confined to the factory, the attempts proved too weak/ Again 
they were looked upon with distrust and suspicion by the workers 
/Similarly on the part of the workers, with the reahsation of their 
position as a social class, attempts were made to orgamse them- 
selves and in this process sprang rehef funds. And in course 
of time mutual aid societies were formed, especially in Great 
Bntain, and this movement soon spread to the continent They 
were mainly based on trades. 

Even the advent of the mdustnal revolution had not affected 
the attitude of the State But towards the middle of the nine- 
teenth century with the intensification of industrialisation, the 

39 
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State slowly changed its attitude from laissez-faire to one of 
active mterference for the good of those people who had suffered 
from all the evil effects of mdustnahsation The State now took 
an mcreasing part in the problems of labour welfare, and amongst 
other thmgs began to concern itself with the organisation of 
insurance against sickness 

1 Sickness msurance now started developing through two different 
channels. So far there were formed m many countries mutual 
aid societies on the initiative of some individuals and these .had 
been admimstenng sickness insurance. Some States cany mg on 
the tradition of laissez-faire thought it better to encourage 
formation of such societies iy pnvate^ enterprise and initiative, 
and To “ facilitate such foVmation adopted legislation that gave 
such mutual aid societies s|)ecial legal status more favourable than 
that of ordmary commercial firms or other associations, and in 
many cases the Stat e provid ed financial assistance frpm pubhc 
funds Such legislation was adopted in Italy (18S6), Sweden 
(1891), Denmark (1892), Belgium (1894), Finland (1897), France 
(1898), Spain (1908) and Switzerland (1911). 

-"’On the other hand in some other countries the State ''as 
guardian of pubhc health and national prospenty considered 
it both a right and a duty to impose compulsion '' The first 
countiy to introduce a compulsory scheme of sickness insurance 
sjyas Germany The^jgerson mainly^ responsible for this was 
Bismarck In 1883 the scheme was introduced for industaal 
workers. In 1885 it was extended to commerce and to agricul- 
ture m 1886. This first sickness insurance scheme is said to be 
the result of a political, rather than social, motive " This 1 
creation of Bismarck’s, so keenly opposed at first by the German 
working classes, was doubtless inspired by a political motive. 
Its purpose was to attach the workers to the State as the defender 
of the capitahst system It aimed at rendenng innocuous the 
numerous relief funds connected with trade unions, which might 
have been dangerous weapons in a class struggle By rendering 
secure the means of subsistence of the working class, his plan 
raised a solid barner agamst social propaganda It is for this 
reason that in the system of compulsory social msurance, intro- 
duced between 1883 and 1889, it is compulsory not only to 
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insure, but to belong to a specified fund. Whatever may have 
been the intentions of its onginator, it is undemable that the 
Geiman scheme has exercised a great mfluence on the legislation 
of a large number of other countries."* 

Soon the other countries followed the example of Germany, 
especially in the twentieth century, when Luxemburg (1901), 
Norway (1909), Serbia (1910), Great Britain (1911), Rumania and 
Russia (1912) introduced compulsory schemes The post-war 
penod saw their introduction in the newly-created European 
States and also m France, the mam supporter of voluntary social 
insurance Compulsory insurance has not yet spread to coun- 
tries with late mdustnahsation, except Japan (1922) and Chile 
(1924). It has nevertheless shown itself, so to say, to be a 
natural consequence of a specific state of economic and social 
affairs. 


Scope 

The scope of the sickness insurance laws primarily depends 
upon whether the type of insurance adopted is compulsory or 
voluntary^ The object of a \oluntar}’ scheme is merely to assist 
persons to insure It therefore sets up a system of msurance 
and defines the rules for its working It further defines the 
persons w’ho may take advantage of the insurance system. It, 
however, leaves those persons free to join the scheme or not as 
they wish It thus defines the maximum scope of the law. And 
this may be and actually is far wider than the actual field covered 
On the other hand a compulsory insurance law does not rest 
content with only setting up a system of insurance. It not only 
defines persons entitled to insurance, but makes it compulsory 
for them to insure, under concfitiqns laid down by the law. So 
the scope of _.the of insurance is jpmci^ly 

defined by-law^ 

Voluntary Insurance 

Considering the scope of the voluntary type of insurance first, 
one fundamental difference is obvious betw^een the compulsory 
and the voluntary systems, as noted above The principal condi- 


* International Labour Revieu^, May 1927, p. 844. 
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tions for the insurance law to apply in the catse of voluntary 
insurance is that the individual person must have ]omed the 
insurance society voluntarily. He is an insured man first m 
tact and only then in law. This freedom to belong to a mutual 
aid organisation is restncted only by the legal limitations that 
lay down the types of persons entitled to msure. Similarly the 
insurance societies are generally free to grant the application for 
admission to msurance or to refuse it. Generally aU institutions 
are free to fix their conditions for admission — which have a 
tendency to broaden. 

Physical conditions are imposed so as to allow only safe risks 
to come m These refer to the state of health and age of the 
msured in the beginning, but sometimes their effect is that sickness 
insurance is not generally open to exactly those most needmg it. 
Some countnes have therefore tried to facihtate such admissions 
as far as possible The age limits vary from 16 years (or 18) 
to 40 (or 45) years It might be incidentally noted that certain 
societies in France, Belgium and Switzerland have formed school 
msurance funds for the msurance of school children * 

The economic conditions may be divided into two classes . 
In Denmark and Finland only those workers who earn wages 
below a certain level can jom the system. On the other hand, 
in Spain, perhaps to safeguard the finances of the societies oppo- 
site conditions are levied. There are also to be found residential 
conditions which, by ruling that a person loses his membership, 
when he leaves the area, require the person to reside within the 
area of the fund This condition is levied to remove administra- 
tive difficulties In Switzerland the existence of the right of 
'' free transfer '' (from one fund to another) has rendered such 
a condition unnecessary. The condition of nationality is rarely 
found. 

The scope of voluntary sickness insurance is thus not precisely 
defined by law ^he actual extent of the working population 
to which the law will apply depends on the use made by the 
individuals of their right to apply for insurance and by the 
societies of their pow er of refusing ad missionQ)^ T herefore, 

* International Labour Office, Studies and Reports, Series M, No 7, 
Voluntary Sickness Insurance (Geneva, 1927), p. XXX. 
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although the legislation in various countries may be similar, the 
actual scope may vary considerably While m~ Bf rnmaTk . ^5Z ner 
cent, of the total pnp^iatinn IQ -tnc;nrf>rl^ Only 14 per ceut. is 
^veied in Bei^um.--<in spite of contmuous and tenacious efforts 
and development, voluntary sickness insurance has been making 
only slow progress-/j[t has failed in most cases to cover more 
than 10 per cent, of the total population or more than a small 
portion of the working class Tne scope of voluntary insurance i 
has been too narrow in practice /Many persons fail to insure 
either by improvidence or through lack of means and low wages, 
so that many of the poorly paid working people, exactly those 
who have the greatest need of mutual aid, are unable to benefit i 
from insurance. The number of members of voluntary societies I 
IS thus small, and is always serioubly affected by economic cnses 
that result in unemplo^mient and reduced wagesy, 'The finanaal 
resources of the mutual aid societies, which are generally the 
agencies for the voluntary sickness insurance, are veiy low, 
because of the excessive number of such societies, a large majonty 
of which have only a small membership Therefore the benefits 
are small and inadequate and a considerable burden of loss falls 
on the worker Again the geographical distribution of the 
societies is disorderly and unsatisfactory While there are too few 
societies in the rural areas, there are so many m towns as to 
interfere with each other so much so that often one society can 
grow only at the expense of another. The divided effort results 
in gaps and overlapping, weakemng the soaal effectiveness of 
, mutual aid. Voluntaiy sickness msurance has indeed proved an 
I madequate and unsatisfactory solution to the problem of workers' 
j msecunty on account of these shortcomings 

Compulsory Insurance 

The only effective remedy has proved to be the compulsory 
sickness insurance. This view was expressed by the 
national Labour Co nferen c e -(1^1 Of course its introduction 
waSTLor’’wi!Eour'op^ m the beginnmg. For mstance, in 
Great Bntam ‘‘ Ll oyd George'^ * nine pence for four pence ^ 
National Health Insurance Act of 19il"Tame m|d”T6rce against 
vb itter oppo sition : The doctors ^id it interfered with their 
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professional status and freedom, trade unions and fnendly 
societies said it trespassed into their preserves, the insurance 
compames disliked the State dabbling in insurance in any manner,^ 
and certain far-seeing Sociahsts, notably Keir Hardie and Phihp 
Snowden, deplored the introduction of quasi-insurance social 
services based on contributions , they preferred the State to provide 
these for the whole community out of taxation Such an 
opposition was met by compulsory insurance almost everywhere , 
but by its numerous advantages it soon gathered support on all 
sides. To take Great Britain again. T]2ye_ji(xtqrs^ to 
the Bntish Medical Association, put out suggestions for reforming 
Natioffl! Ifealth fusuranc'e," but do not want to see it scrapped , 
the fnendly societies and the insurance companies have become, 
with few exceptions, a vested interest on the side of National 
Health Insurance , and the Labour Party has done its best in 
the past to discredit the* idea of tax-provided social services by 
dubbing these ‘ assistance ' and by extolhng, by companson, the 
magic of ' insurance ' 

In the compulsoiy sickness insurance, the basic idea is the 
imposition of the legal obligation to insure only on those whose 
means are presumed to be insufficient to enable them to carry 
the nsk of sickness single-handed Therefore all compulsory laws 
exclude persons with over a certain minimum mcome from the 
operation of the scheme The laws, as they now exist, may be 
divided into two classes , (1) laws applying to wage-earners alone 
under a contract of employment, (2) laws intended for all workers 
of small means, w^hether w^age-earners or only independent workers 
(adopted only in Portugal and Chile) 

7. Wage-earners' Schemes 

In almost all the schemes of compulsory insurance of wage- 
earners, the defimtion of the term wage-earner has been 
avoided To be liable to insurance agamst sickness a person 
must be engaged in (1) work in a dependent position, i.e , work 
for an employer, (2) work under a contract — oral or written, 
express or implied, (3) work in a job which is his ordinary 
means of hvehhood — ^his principal source of income. 


♦ Social Security, Ed. Robson, p. 75. 
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This general formi^gr^may not apply equally to ail branches of 
economic activity* -^^^ckness insurance was first applied to mi nin g 
and sea-faring , these occupations being considered particularly 
dangerous. Later it was extended to industry and commerce, 
and to agriculture some time after, the tendency being to include 
all wage-earners. / 

Compulsoiy msurance now applies to industry and commerce 
m almost all countnes except Rumania and Japan where only 
industiy is covered. While the exception of small factories and 
of undertakings where the work is not unhealthy and dangerous 
IS common enough in workmen's compensation laws, there is 
no such distinction made m the case of sickness insurance m 
most countnes, except Esthoma and Japan, since sickness, unlike 
accidents, is a common hazarSTof alT^n Japan and Esthoma 
however there is one single system for both accident and sickness 
and this explains the restnctions for sickness insurance to some 
extent 

The apphcation of compulsory sickness insurance to transport 
affects seamen and railwaymen In most countnes seamen are 
protected by mantime codes which require the shipowner to 
take care of the crew at sea, until they are cured or return home. 
So sickness insurance for seamen becomes necessary only in the 
case of prolo^ation of jickness beyond the period of shipowner's 
liability ^^amen are coverecT by the general schemes in most 
of the countnes including Germany, Great Bntain, Ireland, 
Russia, etc , while special schemes cover them in France and 
Belgium Similarly the railway employees may be covered by 
the general scheme or a special scheme In most cases, non- 
manual workers are exempted since they are entitled to or are 
in a position to secure similar benefits by terms of their 
employment. 

It is in agncnlture that sickness msurance has made slow 
progress At first compulsory sickness insurance did not seem 
quite necessary because of the patnarchal character of relations 
between the employer and the w^orkers m agriculture. Again 
there was the difficulty of organisation on account of the sparse- 
ness of the agricultural population In recent years however 
the fanoLily character of the relation between the employer' and 
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worker is disappearing and need for social protection is being 
recognised. And in spite of the difficulty of organisation, com- 
pulsory sickness insurance now covers agricultural workers in 
many countries either by extension of old schemes or absence 
of distinction m new schemes.^ Several South American States, 
notably Chile, are attacking the problem of agricultural workers' 
insurance l5y advancing district by district, first equipping the 
area to be served with the necessary mmimum of facilities and 
then putting the insurance into effect ^ By 1939, agricultural 
workers were covered in half a dozen schemes. 

"Sickness insurance is similarly being extended in a number of 
countnes to domestic servants and home workers, smce they are 
also equally hable to be affected adversely by sickness. 

The question of sickness insurance for the pubhc officials relates 
not to cash benefits but only to medical benefits in kmd. They 
may be covered either by the general scheme (as m Norway and 
Russia) or by special schemes providing meical benefits only^ 
commonest practice, however, is to exclude^^ubhc officials 
on the ground of their bemg otherwise entitled to or in a position 
to secure treatment at least equivalent to that of the workers 
under the general scheme. Such equivalent treatment does not 
however usually imply that medical attendance is provided. 

Ltmitmg Conditions 

! There are a number of exceptions to the apphcation of com- 
pulsory insurance, and these limit the scope of sickness insurance 
Some anse out of the occasional or temporary character of the 
emplo 3 nnent , for instance, most laws exclude occasional employ- 
ment, subsidiary employment — defined to be so either by the 
nature of the work (as in Great Britain) or by the extent of 
dependence of the worker on it, — and temporary workers — 
distinguished from the occasional workers by the fact that their 
ordinary means of livehhood is wage-earning work In Great 
Britain workers engaged in occupations prescribed as subsi- 
diary " are exempted, if they show their principal occupation 
to be somethmg else Some countries hke Germany, Austria 
and Czechoslovakia, do cover temporary workers, defined as those 
working for less than one week. 



SICKNESS INSURANCE 


47 


Other limitatioiis arise from the personal qualifications of the 
individuals. There exist generally conditions — ^physiologicai,'™ 
economic or pohtical Amongst the physiological conitions, age 
hmits, being indeed unnecessary, exist only in three countries,- 
VIZ., Norway, Great Britain and Ireland The condition of 
working capacity is universal * that the worker must be capable 
of performing work. As for the political conditions, nationality'” 
is generally ignored and foreigners and nationals are placed on, 
the same footing. The economic conditions relate to the earnings'^ 
of the wOTkers In most of the countries they apply to the 
non-manual workers only Maximum earning is fixed at a certain'" 
level and all non-manual workers earning more than the maximum 
are exempted. The limit may be calculated on the basis of 
wages alone (as in most of the countries) or on the basis of all 
income from whatever source (as in Norway) A special reason* 
for this exclusion in some cases has been the desire not to 
restrict unduly the area of private practice of the medical pro- 
fession The salary limits in some cases have been fixed rather 
low ; but the salaried employees do not seem to have any strong 
objection, in fact many appreciate their exemption as a social 
distinction In Great Britain the limit was raised from £250 
per year to £420 per year in 1941 

17. Popular Schemes 

Another type of compulsory sickness insurance is one that 
covers aU workers of small means The workers may be wage- 
earners or only independent workers The hability is not deter- 
mined by a contract of service The economic strength and 
security of the individuals is the real cnterion Such scheme 
exists only in Portugal, Chile and some Swiss cantons The 
Portuguese system is the widest — covering '' any person engaged 
in an occupation which has been recognised as worthy and 
honest by custom and tradition and has been sanctioned by the 
law In Portugal, the maximum income level is 900 escudos 
per year and in Chile it is 8000 pesos a year. Other limitations, 
similar to those discussed above, may exist, (e g., there is the 

* International Labour Office, Studies and Reports, Series M, No 4, 
Sickness Insurance (Geneva, 1925), p 39, 
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age limit in Portugal — 15-75), but the chief value of such 
schemes hes in the fact that a genuine effort is made to cover 
all needy persons 

In a large majority of the countries, however, sickness 
insurance is coniined to the wage-earners only The proportion 
of insured persons vanes from 3 to 35 per cent, of the total 
population and 15 to 86 per cent of the employed population 
The vanations are explained by the variable importance of the 
wage-earning class m each country 

Other factors affecting scope 

In all schemes of compulsory sickness insurance, two groups 
of people are often left out of the scheme : (1) Those who cease 
to be employed and, therefore, to be ehgible to come under the 
compulsory scheme, and (2) independent workers of smaU 
means, if those schemes are restncted to only wage-earners in 
particular. Almost all such schemes provide voluntary insurance 
for such groups, although such voluntary insurance has proved 
to be of little value, since a health test is sometimes imposed 
and since the insured has to pay the entire contribution himself 

\^Tien a person has left the employment that made him liable 
to insurance, he is generally allowed to continue his insurance 
voluntarily. Such continuation is generally easy, although not 
without conditions There are five typ^es of conditions : (1) 
Income . This exists only in Hungary — ^there the maximum 
annual income is fixed at 24,000,000 crowns per year (2) 
Nature of occupation : The person must remain essentially a wage- 
earner or be unemployed — ^this also apphes only in Hungary. 
(3) Sex In Great Britain and Ireland married women are 
excluded from voluntarily continuing insurance (4) Duration of 
compulsory insurance This condition exists in over half a 
dozen countries In Great Britain it is hundred and four weeks, 
m Germany it is twenty-six weeks m the previous year or six 
immediate prior weeks. (5) Time for apphcation : Such a penod 
is necessary for the obvious reason that otherwise the persons 
concerned may wait till they are ill or debilitated This penod 
varies from country to country In Great Britain it is twelve 
months, four weeks in Austria, Czechoslovakia, Hungary and 
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Poland, three weeks in Germany and ten days in Japan. Notice 
of desire to continue insurance must be given within this period. 
The long period in Great Britain is explained ly the qualifyir^ 
period there of two years (hundred and four weeks) of member- 
ship of compulsory insurance fund and it must not be forgotten 
that during those twelve months (within which an applicatum 
for continuing under the voluntary insurance schmne mn^ be 
made) the persons concerned are entitled to free sickness bm^t. 

Again, most of the compulsory sickness insurance schaaes, 
covering wage-earners only, provide voluntary insurance for some 
of those who are outside the scope of the law. The important 
group here is that of the indejiendent workers of small means. 
Only about eleven countries provide for this : (Great Britain 
does not provide for such extension, Germany does). For ttieir 
admission economic and physiological conditions are imposed : 
maximum salary, age limit, certificate of good health, etc. No 
physical conditions exist in Bulgaria, Greece and Lithuania. 

The position of the unemployed persons with regard to con- 
tinuation of sickness insurance is worth noting. A person, when 
he becomes unemployed, can continue as a voluntary member 
and contributor. But it is obviously difficult for him to pay 
his contributions which are now double his former ones (with 
employer’s share), in the absence of any earnings In order to 
enable the involuntarily unemployed to retain the advantages of 
sictoess insurance, two different methods have been used to 
maintain their membership of the insurance fund : (1) The 
worker remains entitled to all or part of the sickness benefit, 
without being required to pay contributions If he falls ill, the 
cost is borne by the insurance fund ; (2) there is a regulation 
for the unemplo 3 mient relief institution that the contribution to 
the sickness insurance fund in respect of every unemployed worker 
must be compulsorily paid by unemployment insurance institu- 
tion.* The first method is used in Norway, Poland, Austria and 
Czechoslovakia The Norwe^an Act does not limit the period 
of benefit during unemployment, while others do (from ^ to 
thirteen weeks). In Germany, the unemplo 3 mient fund is required 
• I L O , Senes M, No. 4, op cit , p. 32, 
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to pay the whole sickness contribution of the unemployed 
person * 

Two other factors, besides that of the existence of voluntary 
or compulsory system considered above, that affect the scope of 
sickness insurance, are the temtonal limits and the time hmits 
As a legislative measure, the law apphes within the hmits of the 
temtory of the State concerned The temtonal basis of insur- 
ance finds expression in the employment within the territory 
only involving the hability to insure. Therefore the result is 
that on the positive side, liability to insure devolves on those 
paid workers who carry on their occupation in the country. On 
the negative side, insurance is not compulsory for workers who, 
though resident within the country, do not carry on their principal 
occupation within the country, nor for those whose work in the 
country is temporary. As for the time limits, insurance com- 
mences either when the individual apphes and his apphcation 
is accepted in the case of voluntary system, or w^hen he gets 
employed in a work involving insurance habihty in the case of 
a compulsory system The insurance continues until he ceases to 
be a member or ceases to work m an emplo 3 mient involving 
liabihty to be msured. 


Risks Covered 

Sickness 

Sickness insurance schemes almost universally cover three 
important risks It must be remembered that in all three the 
protection granted is against economic loss and related to medical 
cure The first risk covered is that of sickness in its economic 
and medical (curative) aspects. It must be sickness of non- 
occupational origin. Sickness represents a double risk for the 
workers * (1) lUness requiring medical treatment and (2) cessa- 
tion of mcome through inability to continue at work. While 
sickness insurance is concerned mainly with illness due to 
diseases, it has to cover non-occupational accidents, which are, 
however, relatively few 

According to the sickriess i nsurance laws, sickness is not exactly 

* M R CarroL Unemployment Insurance m Germany (Washington, 1929)”, 
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what is commonly understood by the term, but it is that bodily 
or mental condition of the insured worker which has reached a 
pitch of abnormality necessitating medical treatment or suspen- 
sion of employment.^ Since this state of the body or mind can 
be ascertained to be present only by a medical practitioner, such 
a medical certificate is necessary However, the non-occupational 
origin of the sickness need not be proved, because the sickness 
insurance institution is required to give immediately without 
question all the necessary fpedical care The conception of 
sickness has been broad enough from the beginning. Yet the 
notion of mcapacity giving rise to the claim for benefit has been 
affected in the direction of a change of emphasis from the neces- 
sity of medical treatment to suspension of employment, mainly 
because of the great importance attached to the preventive ade 
of sickness insurance. Formerly the term incapacity meant 
that a man felt too iU to go to work and this subjective impres- 
sion was confirmed by medical diagnosis Nowadays, however, 
incapacity has come to mean a condition in which continuance 
of employment w'ould endanger the patient's health or delay 
his recovery 

Maternity 

The second risk covered by sickness insurance laws is that of 
maternity for the benefit of mothers and children. Is mater- 
nity an illness ? Maternity has all the outward attributes of 
a serious illness it is accompanied by pain and suffering, 
there is substantial measure of danger to health and even to 
hfe, it requires the attendance of a physician and a medical 
establishment, and results in a fairly extended period of dis- 
ability from work. On the other hand, matemity is a voluntary 
and self-inflicted condition Considered along these Imes, this 
would make an excellent subject for controversy ; but there is 
no doubt that though voluntary and self-inflicted, matemity is 
a necessary condition both from the point of view of the indi- 
vidual and of the State. An^nvay, the matemity benefit has 
proved to be in actual practice an e^ntial feature of most 
sickness insurance schemes. The loss of wages resulting from 

*ItLO, Senes M, No 4, op cit, p. 71 
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absteation from work due to confinement for some time before 
and after it is compensated for and the necessary medical care 
is provided. The covenng of this risk for the millions of 
workers is important not only from the point of view of exce^ 
of births over deaths, but also as a preventive measure of sick- 
ness insurance for the better health of the future generation. 
And now generally this risk is covered not only for insured 
women, but also for the family of the insured person, at least 
his wife. ^ 

Death 

* Lastly, the sickness insurance laws cover the risk of death 
after illness. It must be noted that this protection is not like 
hat of the survivor's benefits under pension insurance, but only 
i benefit granted to cover the funeral expenses incurred upon 
pe death of the insured person Sickness insurance thus rounds 
/off the protection given against expenses and loss of wages 
^ incurred through illness Logically this benefit really does not 
belong to the structure of a sickness insurance system, but it 
is related in so far as death in most cases follows immediately 
upon a period of illness, and imposes on the bereaved family 
a heavy financial burden Only Great Britain does not cover 
this risk under the National Health Insurance Act of 1911, which 
is explained by the fact that because of the great development 
of industrial assurance in Great Britain, Lloyd-George by 
excluding this benefit from the compulsory insurance scheme 
made a deal with these interests that they would not oppose 
the scheme of compulsory National Health Insurance 

Cash Benefits 

These risks whenever they materialise cause an economic loss 
to the woiker through abstention from work. Therefore the 
insurance funds grant cash benefits which consist in the award 
to the beneficiary of a sum of money with which to buy goods 
and services, thus compensating at least in part for the 
economic loss incurre^by the insured. This daily sickness 
benefit is payable duri^ incapacity for work cau^d by illness. 
All systems of compulsory insurance guarantee its payment to 
sick persons who are unable to work, the amount and duration 
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of the benefit being defined by the law. 

The cash benefits are usually payable to all insured persons 
only upon the satisfaction of some conditions. These conditions 
may be divided into three types * (1) Physiological condition, 
(2) Legal conditions and (3) Waiting penod. All of these show 
consi<terabie variations in the different countries. 

Physiohgicai Condition 

The physiological condition, which is universal, is determined 
by the very purpose of cast# benefit The insured person must 
be unable to continue carrying on his occupation owing to sick« 
ness The sickness to give a right to the benefit must be of a 
given severity. The symptoms must be such as to justify a 
behef that the state of health will be wofse, in case the sick 
person is not trusted or is allowed to go to work. It is not 
enough if only simple care is required. Sickness, according to 
the insurance laws, is that abnormal bodily or mental condition 
which prevents the individual from working at a remunerative 
occupation or entails medical expense or results in both. The 
vahdity of claims for compensation is decided by the effect of 
the sickness on the capacity of the person suffering therefrom 
to perform his ordinary work. However, it must be noted that 
in cases of short-penod incapacity only the normal occupation 
of the insured person is taken into account, while for the payment 
of disablement benefit, account is also taken of other occupations 
in which he might be expected to engage. As an illustration the 
Geiman law may be stated : A person is considered unable 
to work if he cannot continue to follow his former occupation or 
can do so only at the risk of aggravating his condition. The 
incapacity is considered to exist, even if the sick person might 
earn his livelihood by undertaking other work.'** As a rule the 
cause of disease does not affect the nght to richness benefit, 
unless it lies in an industrial accident or in an act which is a 
pumshable offence or has been performed wilfully in order to 
produce sickness About nine-tenths of the toM volume of 

Explanatory Memorandum to the Social lAtrancc Code, p 155, quoted 
xn I.L O , Studies and Reports, Senes M, No, S^ompulsory Sickness Insurance 
(Geneva, 1927), p 178 
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temporary mcapacity among employed persons generally is of 
non-occupationai ongin * When illness is of occupational ongm, 
the question is whether the loss will be borne by the sickness 
insurance mstitution or the accident msurance mstitution The 
worker can claim compensation from either fund. If he does not 
enforce his claim against the accident fund, the sickness fund 
generally has to pay hi m the sickness benefit and then act on his 
behalf in order to reimburse itself from the accident fund. In 
Russia, the sickness insurance mstitution is always hable for 
sickness whether it be occupational €r not. In Great Britain and 
some other countnes the sickness fund is hable to pay benefit 
only m so far as it exceeds that paid or payable under other 
relevant Acts regarding occupational injuries. Further self- 
inflicted illness is excluded from the grant of sickness benefit 
Of course, proof of such illness is so difficult that this restnction 
IS insigmficant. Lumtations based on alcohohsm or sexual 
immorality are very rare f Lastly, the msurance institution has 
to be informed of the sickness m a prescribed manner, as for 
instance, by means of a medical certificate. Though the institu- 
tion IS not compelled to submit to this proof, it c ann ot oppose 
it imless it can produce medical evidence to the contrary. 

Qualifying Period 

The legal conditions necessary to be satisfied are two : one 
relating to the penod of membership and the other bemg the 
residential condition The first is a quahfymg period during the 
currency of which the insured person must belong to a sickness 
insurance institution and fulfil his financial obhgations ansmg out 
of his membership of it for a minimum period In voluntary 
sickness msurance schemes, the imposition of such a period is 
quite common because of the possibihty that many persons imght 
join m when they are almost or actually ill In Denmark this 
qualifying penod for the voluntary sickness insurance scheme 
IS fixed at six weeks Such a penod is fixed also for the supple- 
mentary voluntary msurance afforded under a general compul- 
soiy scheme. In Ger||||Lny such a period is of six weeks. 

*LLO„ Senes M, No IS, op. cit, p 43. 

t American Academy Annals, op cit , p 114 
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Although the quahfymg period may thus be imposed for voluntajcy 
schemes, there does not seem any sound reason for which to 
have it m the case of compuisoiy schemes. The insured person 
cannot obviously belong as a compulsorily insured member to 
sickness insurance institution, before he is engaged in an occupa- 
tion rendering him hable. The insured status must be automatic 
for him. Agam, as to the regular payment of contabuhons 
during the period, it must be noted that his contributions are 
generally paid by the employer. On these grounds no such 
quahfymg penod is imposed fti a number of compulsory richness 
insurance systems, e.g , those in Austna, Czechoslovakia, 
Esthoma, Germany, Hungary, Japan, Latvia, Norway, Poland 
and Russia. However, some national schemes do reqmre such 
quahfication, for instance, m Great Bntain the period is twenty- 
six weeks with twenty-six weekly payments, m Portugal it is 
SIX months. 

Restdenkal Condition 

The other set of legal conditions is the one relating to residence 
of the insured person. This condition is laid down for the pur- 
poses of administrative convenience. As a general rule, the 
insurance institution is liable to pay benefits only to the claimants 
residmg within its district. The exact position of a claimant 
outride the distnct vanes accordmg as he is hving abroad or 
only in the country though outside that particular district. In 
the former case he is not generally entitled to benefit, though 
in some cases concessions may be made, as, for instance, when 
the insured person leaves the countiy with the consent of the 
institution. When, however, the person is outside the district 
but in the country, the claim is subject to some minor restrictions 
only, though generally wherever possible the claimant can apply 
to the nearest district fund and get assistance, while this latter 
fund gets indemmfied by the proper fund. 

Waiting Period 

The third condition of a waiting juried is almost universal. 
The claimant is not entitled to sickness benefit from the first 
day of his illness. He has to wait till a fixed period of time 
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elapses. Tiie purpose behind tiie imposition of such a period 
is the prevention of abuse of the sickness benefit and to avoid 
overburdening msurance institutions with pa3mients for short-term 
benefits (arising from very bnef illness) that involve management 
expenses out of proportion to the advantages accrumg therefrom. 
This waitmg penod runs for consecutive days, and is imposed 
in all countnes except Bulgaria, Portugal and Russia. Waiting 
penod IS absolute, when the expenses duimg that time are abso- 
lutely borne by the worker and cash benefits axe payable after 
the lapse of that penod, as in Greaft Bntaxn, Germany and some 
other countries. Waitmg penod is said to be relative, when 
after the penod ends, payment is made with effect from the 
first day of illness, as in countnes like Austria and Denmark. 
The waitmg penod is generally of two days (as m Germany) or 
three days (as in. Great Britam). 

It has to be noted that after the termmation of membership, 
the msured persons are entitled to benefits for varjnng penods 
in different countnes, if they fall sick within those penods. In 
Great Bntam the penod is twelve months, m Poland four weeks, 
Czechoslovakia six weeks, and three weeks m Austna, Hungary 
and Germany. 

Amount and. Rate 

In fixing the amount of the cash benefits and its rate, the 
problem is of detenmmng what the economic purpose of such 
benefit is to be. Two different conceptions exist as to the econo- 
mic function of the sickness benefit. Accordmg to one the 
benefit is intended only to secure for the sick person a strict 
mmimum of subsistence during the period of incapacity. Accord- 
ing to the other conception, it is intended to enable the sick 
person to maintain his usual standard of hving. 

According to the first conception, the cash benefit is fixed at 
a fiat rate for all insured persons irrespective of their eammgs. 
This system is followed in Great Britain and New Zealand. In 
Great Britain there are three different rates for men, single 
women and married wo^n. In New Zealand there is a single 
ha^ rate supplemented by d^endants* allowances. This system 
affords great facilities for the administration of the fund. Such 
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a rate, calculated in such a manner as to afford only the strict 
m i n i m um required for subsistence and no more, is open to a 
certain objection. It fails to take into consideration the customary 
differences of earnings and different standards of life. Such a 
minimum is apt to be of small economic value to the better-paid 
insured persons. Mention may be made here of the fact that in 
Great Bntain cash benefit is payable at full rates only if contri- 
butions for a hundred and four weeks have been paid. It is paid 
at reduced rates- when the contributions paid cover a penod less 
than a hundred and four weeks, but more than twenty-six weeks.* 
Moreover, reduction to the extent of 100 per cent, may be made 
in the weekly bei^fits, if the contributions fail into arrear 

According to ^ second conception of the purpose behind cash 
benefits, the is fixed in relation to the wages. While the 

maximum is Mmiled by the actual wage loss, ^the notion of full 
restoration of loss has been rejected as being bad msurance as 
well as bad psychology since there must be an mcentive left to 
the patient to long for recovery. While illness must not thus 
be made profitable, the rate of benefit must be sufficiently high 
to enable the worker to meet his essential needs and preserve 
something of his habitual standard of Me. The economic value 
of the benefit is thus equal for all the insured persons. There- 
fore the benefit is payable at a certain percentage, fixed by law, 
of the contributor's basic wage. (Such a benefit is called the 
sHding-scale benefit.) 

This system of benefits is, however, comparatively somewhat 
difficult to administer, since it entails notification and recording 
of all or most of the fluctuations in salaries and wages Such 
difficulties are too numerous, when the actual earnings of the 
workers are taken as the basic wage on which to base the amount 
of benefits. So this system is rarely followed ; only in Germany, 
provision is made for payment, in cases where possible, of bene- 
fits according to actual earnings. The usual method is to take 
the basic wage as an approximate rather than as an actual 
equivalent of his earnings. To get tibis approximate estimate, 
the salaries and wages are split up into classes and categories. 
Each class includes all such contributors whose wages lie between 


* Robson, op. czt , p. 77. 
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the maxunum and the mmimum fixed for that class. Such a 
classification renders the work of the insurance institution less 
difficult, since the institution is reheved of the necessity of 
recording individual wages Greater the number of classes, 
nearer will be the basic wage to the actual Such wage classes 
are three in Portugal, five in Norway and Rumama, six in 
Bulgana, nine in Austna, ten in Czechoslovakia, fourteen in 
Poland and seventeen in Yugoslavia. 

The amount of benefit vanes in the different national laws 
from 50 per cent, to even 100 per cent, of the basic wage. To 
quote a few instances, it is 50 per cent, m G^raany, Esthonia 
and Luxemburg, 60 per cent, in Norway and Poland, 66 per 
cent, m Czechoslovakia and Latvia, 75 per cent, in Hungary, 
80 per cent m Austria and 100 per cent, in Russia. In some 
cases benefit is payable at different rates, bemg progressively 
reduced as the rate of wages increases, for mstance, in Austria, 
the rate is 80 per cent, of the basic wage for the first seven 
classes, 74 per cent for the eighth and 66.2/S per cent, for the 
ninth class. Although it is m some of the recent schemes that 
higher percentages are to be found, there does not seem to be 
any defimte tendency to raise the sickness benefit rates. As to 
prolonged illness and its effects on the amount of benefit, the 
laws differ Some laws increase the legal rate, if the incapacity 
is prolonged beyond a fixed period, as ih Hungary ; while in 
Chile and Portugal, the rate is on the contrary, decreased week 
by week or month by month A number of laws pay at a 
uniform rate throughout the maximum penod for which cash 
benefit is at all payable. 

Family responsibilities of the sick person may be taken into 
account by granting family allowances m addition to the normal 
benefit In countries where there is a general system of family 
allowances, a sick person continues to receive the allowance, at 
least for a hmited penod, unless the benefit itself is adjusted.* 
A number of laws, however, permit sickness funds to grant 
dependants" allowances as an additional benefit And the insur- 
ance instituhons concerned have long taken advantage of their 
power to make allowances for family responsibilities by granting 

♦ LL O , Scries M, No 18, op. cit , p. 45. 
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additional benefits. Some laws mclude the dependants’ allow- 
ances in the legal benefit itself, for instance, the Rumanian law 
reduces the benefit for persons without family responsibihties to 
35 per cent, (from 50 per cent.) of the basic wage. In Chile, 
a single person is paid at half the normal rate. 

Period of Benefit 

The problem of fixing the period during which the sickness 
benefit is to be paid is a somewhat comphcated one. Obviously, 
longer such a period, the costlier the scheme. Any arbitrary 
limit IS bound to cause hardship in certain number of cases , 
but higher the limit, the fewer such cases w^ould be. Two broad 
divisions of illness are made . short-term illness and the long- 
term illness — growing into almost permanent impairment of 
health. The latter cases almost border on old age or invahdity. 
They can be covered either by sickness fund or invalidity insur- 
ance or old age insurance fund. Any limit is reasonable and 
acceptable, only when the prolongation of insurance is beyond 
the limit IS covered by an invahdity insurance scheme Twenty- 
six weeks is the normal period m the majority of countries, while 
Czechoslovakia and Hungary have fixed it at fifty-two weeks. 
Some countries have set the maximum at thirty-mne weeks or 
authorised the extension from twenty-six to fifty-two weeks in 
case of tuberculosis, or other diseases requiring very long 
treatment-* 

Other Benefits 

In a majonty of the laws, the sickness institutions are allowed 
to grant additional sickness benefits, if their financial resource 
are found to be adequate for the purpose The fund has to 
show that it is in a sound financial position In Great Bntam 
a stnct rule has been laid down. Additional benefits are payable 
only from a reserve fund which has been built up from the 
actuanal surplus accrued during the last five-yearly actuarial 
period. Additional benefits may be paid in any of the three 
forms : firstly, the maximum penod dunng which benefit is 
payable may be extended , secondly, benefit may be paid at a 

♦Ibid., p. 45 “ 
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rate higher than the legal one, or lastly, the waiting penpd 
may be wholly or partly dispensed with. 

Instead of cash benefit, benefit in kind may sometimes be 
given, providing thereby those thmgs for which perhaps the 
cash benefits were actually needed by the worker, tor mstance, 
maintenance in a hospital, as is provided m Austria, Germany 
and some other countnes When such alternative benefits are 
provided, the cash benefits may be fully or partly dispensed 
with. Generally when hospital mamtenance is provided for the 
sick person, cash benefit is paid m part to the family . 

All sickness insurance schemes provide matecnity cash benefit 
for insured women at the same rate as the ordinary sidmess 
benefit- Its duration is determined mainly by the legal provisions 
requiring or authorising women to abstain from work for certaia 
periods before and after confinement. After the World War 
of 1914-18, most of the countnes adopted a total dmutiqn of 
twelve weeks of absence from work — six before and six after 
confinement — ^as recommended by mtemational opinion, expressed 
in the Childbirth Convention of 1919. In some schemes the 
mother receives a small benefit equal to one-half the matemily 
benefit during the first few months of lactation. In Great Britain 
the matermly benefit is payable only as a lump sum equal to 
about five weeks' sickness benefit, the wives of insured men 
getting only half such lump sum payment. 

Lastly, a number of sickness insurance laws provide for the 
pa 3 mient of an allowance for funeral expenses incurred for the 
insured person, the object being to lighten the burden of the 
insured person's death on his survivors or those arranging the 
funeral. The typical rate is a month's wage. Only m Great 
Bntain such a benefit does mot exist, because of the great devel- 
opment there of industnal assurance The period of msurance 
or membership is not taken into account for the pa 5 mient of 
this benefit (except in Rumania). Funeral benefit may be paid 
even for the death of a member of the insured personas family 
either under legal compulsion as m Czechoslovakia, Lithuania 
and Poland, or at the option of the insurance institution as in 
Austria, Hungary, Germany and Esthonia. 
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Medical Benefits 

Importance 

Benefits in kind have during the last thirty years proved to 
be more important than their counterpart, the cash benefits. 
The object of the earker schemes was to compensate rather than 
provide curative treatment. For a worker who is ill, medical 
treatnasnt is essential, and if it is not provided by the fund 
concerned, he has to incur expenses for that. Benefits in kind 
came to be provided by the insurance institutions, because two 
advantages were seen to exist in such provision : Such benefits 
could be cheaper, having been bought and paid for in whole- 
sale and this helped the funds in that all-important factor of 
economy. The second advantage followed from the first in that 
they could, being cheaper, be given in larger quantities, thus 
helping the object of rapid recovery. Still the cash benefits 
continued to receive greater attention With the passing of time, 
however, the conception of sickness benefits has changed and 
medical aid, as a benefit in kind, now occupies a far more 
important place than the cash benefit, though to the worker cash 
benefit is and will always remain highly important and useful, 
since loss of wages through illness falls heavily on him in the 
absence of savings. From the social point of view rapid and 
complete cure of the sick and their return to work has now 
become the chief aim of social insurance. A genuine policy of 
promotion of public health demands that insurance institutions 
should treat ihe provision of benefits in kind as a matter of vital 
concern. And therefore even the preventive function of sick- 
ness insurance institutions with regard to sickness is now acquir- 
ing almost a revolutionary importance. The proportion of 
benefit expenditure represented by medical care has risen from 
50 per cent, to 60 per cent, and in some countries even to 
80 per cent This rising cost of medical care is due partly to 
the fact that sickness insurance funds make available to the 
sick persons the results of advancing medical science, whose 
methods of diagnosis and treatment grow ever more elaborate , 
but it is due mainly to the extension of medical care to the 
family of the insured person, 
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That the cure of the sick and their return to work have become 
a matter of great importance is amply illustrated by the fact 
that the right to such medical benefit rarely depends upon any 
qualifying conditions He is not subject to any waiting period 
condihons , he is medically treated immediately he falls ill. Simi- 
larly as a rule no qualifying period of membership has to be com- 
pleted Only in very few countries such a period is imposed : 
eight weeks' contributions in Bulgaria, three months m Portugal. 
In Germany such a condition may be imposed for the voluntary 
supplement of the compulsory system at the discretion of the 
fund concerned, the maximum being fixed at six weeks. 

Curative Treatment 

Benefits in kind consist of medical treatment by qualified 
medical practitioners and the supply of necessary drugs and 
other services The laws allow only fully quahfied doctors 
entitled to practise to be appointed by the sickness fund, though 
auxihary medical staff may treat the sick under the order and 
supervision and on the responsibility of a fully quahfied doctor. 
As to the question of treatment by specialists over and above 
the services of the general practitioner, whenever necessary, there 
is no uniformity of provisions in the national laws The highly 
organised insurance schemes of countries like Austria, Germany, 
Hungary, etc., all provide treatment by specialists. Other coun- 
tries leave it to the discretion of the insurance institution, while 
assunng ordinaiy treatment by general practitioner. 

With the object of effecting a rapid and complete cure as far 
as possible, treatment is always in accordance with the methods 
of medical science This includes, in addition to diagnosis and 
general advice, all therapeutic methods apphed by the medical 
profession. Although the legislature may desire the sick tb^benefit 
by the advances of medical science, it can only ensure that they 
shall receive sufficient and suitable medical treatment Originally, 
medical benefit meant hardly more than a simple consultation 
with a general practitioner and the supply of a bottle of 
medicine Medical benefit has, however, still remained a general 
practitioner service in Great Britain only and nowhere else. The 
British law only provides '' a doctor and a bottle of niedicine ; 
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other needs axe provided for only by public assistaxice. Before 
the present war, the medical benefits of compulsory sickness 
insurance m most other countries had come to include free 
advice and treatment by a general practitioner ana on the 
latter's prescnption, the supply of drugs, and the less expensive 
appliances, treatment by speciahbis, physical treatment and 
hospitahsation. The simpler forms of dental treatment like 
extinctions and stoppings are also provided as a rule Con- 
valescent care, longer periodi> of treatment, artificial limb, etc , 
can be provided by the sickness fund-, m their discretion * How- 
ever, sickness insurance being a social ser\nce, insured person 
may not claim medical assistance involving heavy charges for 
the insurance institution out of proportion to the nature and 
gravity of his illness So all unnecessary and superfluous bene- 
fits are avoided The coi^t of ordinary treatment including 
minor operations (even operations like extraction of teeth, stop- 
pings, etc , for dental troubles) ib borne by insurance institutions 

The curative treatment includes supply of drugs and curative 
appliances, but not generally tonics The doctor presenbes them. 
No ngid rules have been laid down m any country as to pre- 
scnbing by doctors, — the independent medical profession \^ould 
hardly bow down to such rules The obligation generally is to 
presenbe the necessary amount of appropnate medicines Strict 
economy has to be observed Excessive prescnbing has to be 
avoided Between two equivalent medicines the cheaper has to 
be presenbed, if it is not prejudicial to the sick person for 
rapid recovery^ Under certain schemes, schedules have been 
prepared, such as the official pharmacopoeia or a special schedule, 
and the attending physicians are authonsed to prescribe only 
the medicines contained in such a fist Arrangements are made 
with chemists for the dispensing of the prescnptions These 
arrangements may be regulated by law, or by a special contract 
between the chemists and the insurance institutions The former 
method is followed in Czechoslovakia, Austna and some other 
countries, and the latter in Great Bntain, Germany, etc Medi- 
cines are often made available at reduced rates to the institutions. 
In order to prevent extravagance, prescriptions and chemists' 

• Ibid , p 46, ’ 
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bills are sometimes subjected to special medical scrutiny. The 
German Act stipulates with the same object in view, 10 to 20 
per cent, contributions for drugs, etc , from the patient in serious 
cases. 

Period of Benefit 

Medical benefit is not provided in all countries for an unlimited 
length of period. Only the Bnhsh Act provided for continued 
medical care without any limit of time as long as it is required, 
for the chronically invalid as for those still acutely ill. Germany 
by a veiy recent measure has removed the limit on the duration 
of medical benefit, and the patient who does not leave the field 
of insurable employment permanently, as an invalid or other- 
wise, is always entitled to treatment Certain Acts of recent 
date, for instance, the Bulgarian, Latvian, etc , do not put any 
limit for the grant of medical benefit, if the patient continues 
to work while receiving his treatment Where a limit exists to 
the period for which the medical benefit can be drawn, the dura- 
tion of medical benefit is, as a rule, the same as that of sickness 
benefit (cash benefit) — ^between sixteen and fifty-two weeks In 
most countries after the expiry of this period, invalidity benefits 
are available. The duration of medical benefils, unless it is so 
followed by invalidity benefits, resulting in the cessation of 
treatment before complete cure indeed reflects very adversely on 
the real worth of sickness insurance. 

Additional Benefits 

Just as additional benefits are given in cash, they are given 
in kind also In most of the cases their grant is left to the option 
of the insurance institutions, which provide them if their finances 
allow them. In Great Britain such benefits can be provided 
only from the surplus earmarked for the purpose by ihe Gov- 
ernment Actuary after the periodical valuation of assets and 
liabilities of the approved societies. Additional benefits are 
granted generally in the form of extension of period of benefit, 
hospital treatment, or treatment in convalescent homes, supply 
of artificial limbs, or appliances, etc., etc. Germany provides 
an illustration of most of these benefits. The most common is 
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Ihe hospital treatment The abihiy of the insurance institutions 
to provide this benefit depends upon the number and standard 
of available public or private health institutions (hospitals) for 
the treatment of the members. Such establishments may be 
required to reserve a certam number of beds for the sickness 
msurance funds in their districts, and to treat their patients at 
cheaper rates. Of course, the best solution is for the funds to 
have their own hospitals. When hospital treatment is not 
practicable for any reasons then in rare cases treatment may be 
given in the homes of the sick by the physician with the assist- 
ance of nurses. Hospital treatment is in fact also an alter- 
native benefit (m relation to cash benefit, as discussed above), 
since it Is almost always accompanied by certain raluction in 
the sickness benefit. 

There has been one very important development in the grant 
of benefits in kind, and that is the extension of the medical 
benefits to the family of the insured person. In the beginning 
the sickness insurance schemes were rigidly modelled on con- 
ceptions of private insurance and the benefits were availaNe 
only to the insured person, so that insurance was far from being 
really social. Now, however, the social objective has been 
receiving greater emphasis than the insurance method. The 
insured persons — the wage-earners — ^form only a part of the class 
of persons who need such assistance. So by extension of the medi- 
cal benefits to the families of the insured persons sickness 
msurance is serving the majority of the needy persons. This 
extension is important not merely because of the effects of famfly 
sickness on the wage-earner's health and purse, but also from the 
broader ideal of public health Now, such benefits were intro- 
duced even before the 1914-18 war, but they spread rapidly in 
the post-war period Benefits for the family are compulsorily 
payable in some countries like Czechoslovakia, Hungary, 
Norway, Rumania, etc. In Germany they are compulsory only 
in the case of the miners' scheme, although their extension to the 
general scheme is only a matter of time In other countries the 
grant of such benefits is made to depend on the discretion of 
the insurance institution ; and wide use seems to have been made 
to this authorisation in a number of countries like Germany, 
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Austria, Latvia, etc In Great Britain, they are included in 
the category of additional benefits, thereby being made subject 
to ail conditions necessary for such additional benefits thus 
resulting m the rarity of actual extension of the medical benefit 
to dependants in practice. Benefits for the family, it should be 
noted, are not so ample in kind or long in duration as those 
given to the insured person himself, though any restrictions to 
this effect are not very desirable. 

Maternity Benefits 

Maternity benefits have in recent years come to form an 
important branch of sickness insurance benefits (although in some 
countries like France and Italy there are separate schemes for 
this), smce the method of insurance was adopted to help the 
solution of the problem of maternity amongst the masses. For 
women labourers rest before and after confinement is essential 
in all cases and means abstention from work and consequent 
loss of wages Again, medical attendance and aid is necessary 
during maternity. Although the recognition of these needs has 
produced legislation of prohibitions (and perhaps some rights), 
hke prohibition of work immediately before or after confinement, 
this is of no practical benefit to the labourers in the absence 
of some means of subsistence during this period. Social insur- 
ance has attempted to solve this problem and provides benefits, 
in cash or kind or both, for the insured women. 

Conditions for the grant of maternity benefit apply generally 
only to cash benefits The qualifying period of membership, 
non-existent in Russia, Czechoslovakia, etc , varies between three 
and ten months. The insurance institutions are generally given 
the liberty to waive this condition about the qualifying period 
the notable exceptions being those in Great Britain and Ireland.* 
Obstetrical assistance is provided for by most of the laws. In 
some countries, however, instead of providmg it on their own 
account, the insurance institutions are allowed to discharge that 
obligation by payment in cash, for instance, in Norway, the 
expenses of the insured women ar e reimbursed according to a 

• I.LO,, Senfe^ M, No, 6, op. cit., p. 345, 
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scale laid down ; in Great Bntam and Ireland, this responsibility 
can be discharged by a lump sum pa 3 nnent. It should be noted 
that maternity benefits have been generally included in the 
extension of medical benefits to the family of the insured persons 
From the pomt of view' of the broad object of securing better 
health for the next generation, this extension is very important 
In about fourteen compulsory insurance laws, the wives of the 
insured persons are amongst those entitled to maternity benefiits 
— to name a few of them Austria, Germany, Great Bntain 
and Hungary In Esthonia and Luxemburg, such benefits are 
additional benefits Although the family has been, in most cases, 
taken to mean only the wife of the insured person to the exclu- 
sion of other members of the family, such other members have 
also been given similar nghts in some countries like Austria, 
Germany and Poland Free attendance by a certified midwife 
and, if necessary, by a doctor, together with medicmes, etc., is 
provided for the members of the family generally on the same 
conditions as enjoyed by the insured persons. 

Organisation of Medical Service 

The organisation of the medical service is not a very simple 
problem. It raises several difficult questions like the responsi- 
bihty for the organisation, appointment of doctors, their remu- 
neration, regulation of the medical services, etc , etc The 
responsibility for the organisation of the medical service falls as 
a rule on the insurance institutions This rule w’^as first adopted 
m Germany and then copied m most of the other countnes. 
Only in Great Bntam, the approved societies are merely required 
to admimster cash benefits The Act lays down that public 
corporations called Insurance Committees, shall be formed m 
each administrative district and shall be responsible for organis- 
ing medical service On the other hand, in some of the Baltic 
countries, responsibility rests with the employer primarily, the 
rule being copied from the Russian Labour Code of 1912 In 
Russia, the medical assistance to insured persons and their 
families is entrusted to the General Health Authonbes. 
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Selection md Appointment of Doctors 

Selection or appointment of doctors presents the most difficult 
problem. It is unusual for the law to allow the parties concerned 
full freedom to organise the medical service as they choose. In 
the interests of all concerned, some definite method is prescribed. 
Broadly speaking, three methods may be distinguished : Firstly, 
all medical practitioners who apply may be appointed, the rule 
generally being that no applications can ever be refused in case 
of duly qualified men, whatever the number of men already 
admitted- Such free selection of doctors is followed, for instance, 
in Great Britain* Secondly, the applying medical practitioners 
may be appointed only if they agree to certain conditions, the 
appointment taking place through the medium of a written con- 
tract. Thirdly, the msurance fund may appoint doctors in its 
discretion Again, there are three ways in which the insured 
persons may choose their doctors Firstly, their choice may be 
unlimited and they may choose any doctor who has agreed to 
treat members Such a method exists in Great Britain, t 
Secondly, the patient may choose from only a hmited set of 
doctors at least two in number, the choice being thus hmited 
According to the third method, the patient has no choice, but 
has to accept that doctor whom the fund appoints. 

A satisfactory settlement of the problem of selection of doctors 
is essential to the proper working of the sickness insurance 
system. This problem has raised endless controversies between 
the insurance institutions and the medical practitioners and only 
in few countries they would appear to be finally settled. Both 
the parties have their own arguments The medical profession is 
after all an independent profession, and the doctors claim the 
natural nght of each person to choose that doctor whom he 
trusts. The sickness funds — ^if they follow the method of limited 
choice by choosing some particular doctors — exclude others, how- 
ever willing those others might be to* treat the insured persons 
The exclusion is serious, when the proportion of insured persons 
is high, because then even the private practice of the doctors 

♦ I.L O., Senes M, No. 4, op. cit., p. 103. 

t Ibid, p. m 
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would be affected. The funds in their turn claim that they have 
a right to conclude contracts with any doctor that they choose. 
Of course, it is the business of the legislature to reconcile opposite 
views and interests. In any case insurance institutions must 
secure the co-operation of the medical profession on terms which 
recognise the fact that they are bodies organised in the pubhc 
interest and for purposes of social protection The insured person 
should be given the right to choose his own doctor from amongst 
those at the disposal of the insurance institution on equitable 
conditions, if it does not incur any considerable extra expense 
to the institution 

The organisation of medical service depends upon the con- 
clusion of contracts between the insurance institutions and the 
doctors. The conditions of the medical contracts are now gene- 
rally settled collectively between the insurance institutions and 
the central bodies representing the medical profession Especially 
when the number of insured persons is large, such collective 
regulation proves very valuable In Germany, the general prac- 
tice is general principles are determined by a national collective 
contract, adjustment of the national collective contract to local 
conditions is made by local collective agreement, and the final 
individual contract is concluded by acceptance of the collective 
agreements 

Their Remuneratton 

Remuneration of the medical practitioners is an important ques- 
tion, since it affects seriously the attitude of doctors towards 
the insurance system, although it is not so much controversial as 
the question of the selection of doctors The method of remu- 
neration is often influenced by the method of selection Four 
ways of remunerating the doctors are seen to exist • One is 
the method of fixed salary The doctors are paid a certain lump 
sum for a specified penod, irrespective of the number of cases 
of sickness Naturally, this method is adopted for permanent 
medical officers m a salaried service, or in systems where no free 
choice of a doctor is allowed for the patient Provision is often 
made for periodical increases of salary and even pensions on 
retirement By another method, the doctors are paid a fee per 
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insured person ; the remuneration is independent of the number 
of cases of sickness and attendance given ; it is determined by 
the number of insured persons m the doctor’s care. The rate is 
fixed with reference to morbidity rate (i.e , average number of 
cases of sickness per insured person per annum) and the average 
number of consultations, etc., per case Under this system both 
the doctor and the institution know in advance the amount of 
remuneration. This system does not cover by its rate special 
forms of attendance like operations, etc. This method exists in 
Austria, Czechoslovakia and Germany,* etc. According to a 
third system, the doctors are paid per case of sickness — ^what- 
ever its duration or gravity. The advantage of this system is 
its simplicity , but the danger is that the doctor may be tempted 
to certify any insured person who consults him as sick. This 
method is not widely followed. Lastly, the doctors may be paid 
according to the prescribed number of medical attendances : a 
umt of medical attendance is chosen for which a price is fixed, 
and the different forms of attendance given are referred to this 
unit according to a scale of coef&cients (the total payment thus 
being the number of units multiplied by the basic price of a 
umt). Such a system is particularly smtable in countries where 
free choice of doctors is allowed, as in Germany, Austna, etc 
It has to be noted that more than one of these systems may 
exist side by side in the same country 

NaiionaUsatton 

One not wholly desirable feature of the organisation of medical 
service has been its working on the lines of private individual 
practice. The doctors work individually in their own consulting 
rooms. Individual practice can give satisfactory results only 
where expense is no consideration, however economy m medical 
service, providing the best treatment for the available money, is 
a specially pressing consideration for the sickness insurance insti- 
tution. Modem methods of diagnosis and treatment require an 
extensive and costly equipment of which only a group of doctors 
practising at the same centre can economically avail themselves. 
Medical supphes, auxiliary staff a nd overhead charges are hke- 

* See I L O.. Senes M, No 6, op cit , p 387. 



SICKNESS INSURANCE 


71 


wise relatively cheaper for several doctors working together. Such 
centres or chnics may be started and owned by the insurance 
institution itself. This group practice of medicme gives a number 
of other advantages also,* In Western Europe especially, the 
medical service of the sickness insurance institutions is very largely 
organised on the lines of pnvate mdivnduai practice The need 
for the nationalisation of the medical service is, however, increas- 
ingly felt. In Central and Eastern Europe, such fuUy-eqmpped 
clinics have been estabhshed only for specialist treatment. It is 
only in Chile that rationalisation of insurance practice has been 
earned to the farthest possible limit. Insurance doctors, in that 
country, are employed on a salaned basis and all treatment is 
furnished at clinics by a group of general practitioners and 
specialists For the rural areas, a service of travelling dispen- 
sanes is arranged, to visit the sick at the first-aid posts. It may 
be mentioned that a national medical service is in operation in 
New Zealand and in the Soviet Union, where every inhabitant 
IS entitled to free medical attendance, drugs and hospital treat- 
ment 

The Problem of Economy 

Mention may be made of the problem of applying the principle 
of economy to the medical and pharmaceutical benefits of sickness 
insurance funds. Because of the limited financial resources of 
the insurance institutions, it is not only nght and natural but 
also quite essential that these institutions should try, by organising 
their work on scientific hnes, to obtain the best possible result 
from those hmited resources for the protection of the health of 
the insured. In Germany, the country in which compulsory sick- 
ness insurance was first introduced, this problem was first studied 
and a solution was attempted The research into the question of 
economical presenbing was carried on by doctors who, on behalf 
either of sickness insurance funds or of medical associations, were 
responsible for keeping a check on the prescriptions of doctors 
treating insured persons In 1924, a committee of representatives 
of sickness insurance funds and medical associations drew up the 
first guiding pnnciples for economical prescribing, which have 


* I L O , Senes M, No 18, op cit , p 50 
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since been modified in various ways. Considerable progress bas 
now been made and such principles are now in force m a number 
of countnes like Czechoslovakia, Germany, Great Britain, Hun- 
gary, Latvia, Poland and Yugoslavia. In 19S4, the International 
Labour Office called a meeting of experts to study the question 
of economical administration of medical and phannaceuticai 
benefits under sickness insurance with a view to comparing the 
experience in vanous countries on the subject The experts at 
the meeting adopted a number of guiding principles and laid 
down rules for achieving the same.* 

Organisation 

Grouping of persons 

There are a number of methods of groupmg msured persons 
together. The oldest of these has been the grouping by trades : 
Persons engaged m the same occupation form one institution. 
The range of action of a trade insurance institution may cover 
the entire territory of a country, e.g., seamen's fund ; generally, 
however, the workers covered are in a restricted territorial zone 
This system has several advantages All the persons are exposed 
to the same nsk and are working under the same conditions. 
Actuanally the rate of contributions can be more easily adjusted 
to the risks. It further promotes sohdanty amongst the members 
which may further help to secure eSechve mutual supervision by 
members. It lastly provides opportunity for co-operation between 
employers and workers On the other hand this system is sub- 
jected to some senous criticism In the first place, the stabihty 
ot such institutions is very much hable to be seriously affected 
by economic disturbances or crisis Secondly, there is the fear 
of concentration of only bad risks in some cases. 

Another method by which insured persons may be grouped is 
the territorial method. Persons hving m a particular area become 
members of the same insurance fund, whatever their occupations. 
Amongst the territorial funds, there may be some funds formed 
specially for some occupation like agriculture. The territorial 

* For details, see Economical Administration of Health Insurance Benefits^ 
1.L.O . M 15. 
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grouping affords numerous advantages : There is mutual com- 
pensation of good and bad risks. There is no fear of disturbance 
by any economic disturbances or crisis. A big advantage is that 
the organisation of medical benefits is faalitated, the most 
eloquent proof of this bemg the fact that in countnes like Great 
Bntam, where there are funds more on lines other than terri- 
torial, separate institutions (called “Insurance Committees “ m 
Great Bntain) on temtonsLi basis have been established for 
administenng medical benefits. Further, insurance against vanous 
nsks can be unified. The territorial basis of the insurance insti- 
tution may facilitate to a large extent the unifi cation , for adminis- 
trative purposes, of the vanous branches of social insurance. A 
umfied system of social insurance has been thus attempted m 
Bulgana, Czechoslovakia, Yugoslavia and Russia. Another 
important advantage of temtonal grouping is economy m 
administration. ^ — 

Insured persons may be grouped on religious or political basis 
Such funds are rare. They are financially weak. There may be 
overlapping, increase m cost of administration and almost insuper- 
able difficulties in the organisation of medical benefits Countnes 
with either temtonal or trade grouping alone are only two in 
each case : Bulgana and Lithuania in the former and Esthonia 
and Latvia in the latter case. In the large majority of the 
countnes both the systems are to be found, though in many of 
these territonal groups preponderate 

Insurance Institutions 

The formation and recognition of the insurance institution, to 
lay down a broad and general rule, depends upon the question 
whether it is managed by the State or by an independent body 
Obviously if the mshtutions are to be managed by the State, they 
are created by the State In the latter case, they are formed 
independently by individuals and are then recognised on certain 
conditions In this latter category fall trade funds, mutual benefit 
societies, etc In the former are to be found temtonal funds 
usually constituted by central administrative authorities and their 
agents 

These different types of funds have developed to varying 
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degrees tn the different countnes. One or the other type, although 
not existing to the exclusion of others, preponderates in the 
vanous countnes. This position is explained only by the develop- 
ment of the sickness insurance institutions. In the hght of the 
development of the insurance institutions, three broad classes can 
be distinguished . Systems of free affiliation, systems of subsi- 
diary legal affihation and those of compulsory legal affihation. 

It must be remembered that before the introduction of compul- 
sory sickness insurance, sickness insurance had developed in many 
countnes to a greater or smaller extent. Mutual benefit societies 
were formed by some individuals of their own accord and persons 
could voluntanly join these societies It is this development of 
the voluntary institutions that has influenced largely the organisa- 
tion of the compulsory insurance institutions. On these voluntary 
institutions was based the new compulsory sickness insurance 
scheme for its organisation , since their co-operation was indis- 
pensable because of their administrative expenence in the field of 
sickness insurance. 

Free Affiliation 

In countnes where such voluntary funds existed in considerable 
numbers, the legislation merely converted the voluntary associa- 
tion mto associations empowered to administer the compulsory 
scheme. The mutual benefit group was made a statutory insurance 
organisation. The mutual benefit societies, trade union sickness 
funds and institutions due to pnvate enterpnse were entrusted 
with the work of operating compulsory sickness insurance. Great 
Britain affords a typical example of this state of thmgs , in that 
country the National Health Insurance Act of 1911 had only to 
enable existing insuring groups to be converted into the legal 
institutions of the same character and further authorised them to 
include therein such persons, now compulsorily subject to insur- 
ance, as had not previously joined any fund voluntanly. A 
system of free affihation was adopted. Persons subject to 
insurance have been free to select their own insurance carrier 
and there is no coercion to join any particular insuring group 
The formation of insuring groups is entirely due to private enter- 
prise. There exists in Great Britain a great number of different 
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types of approved societies '' — societies recognised as sickness 
insurance earners by law : — (1) Those known as fnendiy societies 
(whether registered or not as such under Fnendiy Societies Act 
of 1896) (2) Trade union funds. (3) Employers’ provident funds. 
(4) Industnal assurance companies (5) Co-operative societies. 
Now 46.5% of msured persons belong to fnendiy societies, 
42.8% to industnal assurance approved societies, 9.9% to trade 
unions, and 0.8% to employer’s provident funds. Conditions 
required for obtaimng recogmtion as an approved society are 
few : In order to be qualified to obtain the pnviiege of becoming 
an approved society, it is necessary that the society shall not 
be earned on for profit and that it shall be absolutely controlled 
by its members.* The approved society is responsible for 
administering the cash benefits. Medical benefits, as has already 
been stated, are administered by separate funds known as 
Insurance Committees organised on territonal hnes. The approved 
societies are wholly managed by the insured persons, except in 
the case of employers’ provident fund where the employers are 
represented to the extent of 25%. Just as there is free forma- 
tion of insurance funds, members are free to join any society 
Applications for membership may be rejected by the society on 
any reasonable ground (except that of age) hke occupation, resi- 
dence, etc. A new entrant has to apply before 1st Apnl or 1st 
October next following the end of the half year during which 
the applicant entered employment, and failing this he automati- 
cally becomes a deposit contnbutor, as become those also who 
ceasing to be members fail to join another society These have 
to pay a certain statutory contnbution to the deposit contnbutors’ 
fund, which receives contributions from employers and a State 
subsidy. Actually this is only a system of saving since benefits 
correspond to the sums standing to the credit of the members 
The advantages of such funds have been dehberately made 
negligible, with the result that scarcely more than 25% of the 
persons remain deposit contHbutors. Arrangements are made for 
their transfer from the deposit contributors’ fund to an approved 
society. 

* Natwnal Health Insurance though Approved Societies, by W. A Wilhs. 
p.32 
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Subsidiary Legal Affiliatwnr 

System of subsidiary legal affiliation came to be adopted in 
countries where there was not any considerable development of 
voluntary insurance prior to the introduction of the compulsory 
system. In such cases the process of orgamsation was twofold. 
A part in new system was assigned to the existing mutual 
orgamsabons corresponding to their importance. Secondly, 
statutory insuring groups were created by means of Government 
intervention. The basis of orgamsation adopted generally has 
been that persons subject to msurance are free to join private 
funds, but failing to do so in accordance with the legal reqmre- 
ments, they automatically become attached to the appropnate 
statutory fund Most of the existing funds were on a trade basis 
like guild funds, mining funds, employer's provident funds. A 
number of these — the weaker or the smaller ones — -were abolished 
and new trade funds were subjected to restriction. This was 
done, because all the institutions created by the State were on 
temtonal hnes and it was desired that the work of these funds 
should not be hampered. These enjoy certain exclusive benefits 
and the trade funds wherever they exist are generally reqmred 
to offer advantages at least equivalent to those offered by the 
statutory temtonal funds. Mutual benefit societies other than 
those based on occupational lines, now have only a precanous 
existence, since only the pre-statutory funds in sound working 
order have been allowed and new ones are discouraged by 
exacting restncbons. Trade funds have received kinder treat- 
ment, since they in some cases offer special benefits (e.g., in 
transport, mining, etc ) and have been recognised as legal insurers 
side by side with the territorial funds In fact for such occupa- 
tions, trade funds have been in some cases made the sole legal 
insurers. The territorial funds cover corresponding insurance 
districts into which the country is divided. These funds may 
be sub-divided to deal more particularly with the insurance of 
agricultural wage-earners. The territorial funds are independent 
public corporations, possessing various privileges, generaEy 
reserved for public administrative organisations. They are set up 
by some public authorities, e.g., municipal unions in Germany (or 
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supenor insurance offices), communes in Norway, social insurance 
institute in Portugal, and subordinate government authorities m 
Austna and Czechoslovakia. Workers and employers are repre- 
sented on the deliberafave and executive bodies in the proportion 
of 2 * 1 The membership of such funds is automatic, dating 
from the day of joining on employment subject to insurance, 
provided the person concerned does not join a mutual benefit 
fund or a trade fund Distnct fund covers all wage-earners whose 
pnncipal place of employment is situated within that area, or 
whose habitual residence is in that area 

In Germany 71% of insured persons are covered by tern- 
tonal funds, 24% by trade funds and 5% by mutual aid societies 

Compulsory Legal Ajfiluiiion 

In countnes where there was practically no \oluntary mutual 
benefit movement, the system of compulsory legal affiliation came 
into existence Their legislation had to provide for the fresh 
creation of collective insurance groups. Insurance institutions of 
this kind enjoy a virtual monopoly, as no other funds are recog- 
nised as such The funds may be temtonal or trade funds 
Preference is given generally to temtonal funds because of their 
many sided advantages They are generally set up by the 
Ministry of Labour, 

Management 

The insurance institutions may be managed by three agencies : 
the State, pnvate companies or self-government Of these 
management by private companies is naturally rare, since they 
work for profit State management is found m few countries 
including Bulgana Such management, m many cases, exists 
only by way of exception, as, say, a starting point. The reason 
for this limitation is the fear of creating a new and vast public 
ser\nce with thousands of officials who may be accused of lack 
of initiative and of subjection to bureaucratic routine Also the 
State is a slow and costly administrator The generally accepted 
form of management is that of self-government , the insured 
thereby only manage what virtually are their moneys They are 
directly interested in the satisfactory working of the organisation 
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and its financial stability. There can be proper mutual super- 
vision and the needs of the insured can be most fully met. Again 
this participation of the insured workers promotes knowledge 
amongst workers of sickness insurance and even hygiene and 
facilitates prevention of sickness. The right of the employers to 
participate is also recognised, since they also contribute towards 
the cost of sickness insurance As an impartial factor, tjie 
authorities also are represented Management consists of three 
branches : deliberation, execution and supervision. The dehberat- 
ive body is a larger one, sometimes consisting of all the members 
The executive committee is actually the managing committee. 
Management is in the hands of the insured alone in Esthoma, 
Great Britain, Ireland, Portugal and Russia ; whereas it is in 
the hands of the msured person and employers m the large 
majonty of the laws including those in Austria, Germany, etc., 
and of the insured persons, employers and the State in Chile, 
Norway and Rumania. 

Organtsaiton tn Voluntary Schetnes 

Under voluntary sickness insurance schemes are found to 
operate approved sickness insurance funds These funds may be 
open funds, being open to all persons, or closed funds, bemg 
meant only for particular undertakings * The mutual benefit 
societies may conform to them and be approved societies thereby 
enjoying certain advantages or may just remain subject to 
common law rules, for associations not carried on for profit The 
conditions required to be fulfilled before approval vary. The 
older laws of France and Belgium provide, in general, that the 
social aims of the institution should be defined by its constitution 
and be confined to mutual assistance for illness, that regulations 
shall be adopted defining the composition of the various organ- 
isations of the society and lajnng down rules for its management. 
The more recent laws of Sweden, Denmark, Switzerland, etc., are 
stricter. They may specifically lay down as to whether member- 
ship is to be kept open only to nationals or to all ; age limits 
may be imposed (e.g.. as in Denmark where the age li mit is 

♦ For details, *ee Valuntary Sickness Insurance^ I.L.Om M 7, pp XXVI- 
XXVII, 
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14-40) , the funds may be required to have a certain minimum 
of members, only limited freedom may be given to pass from 
one fund to another ; even a certain minimum for benefits may 
be prescnbed * Membership of the funds is also purely volun- 
tary There is freedom both to jom any institution and to resign 
at any time, though the nght of the funds to expel members may 
be restncted. 

Federating Insurance Institutions 

The problem of federating sickness insurance institutions has, 
of late, assumed considerable importance Federation of insurance 
institutions is specially useful for work that can be done only 
by funds having large membership and finance rarely available 
for a single insurance carrier. Federation can perform a number 
of duties like supervision of the work of the funds, payment 
of contributions of the sick person , payment of part of the 
benefit ; constituting a joint reserve fund (as m Great Bntain) , 
estabhshment and working of hospitals, convalescent homes, etc , 
as in Germany, Austria and some other countnes , conclusion 
of agreements with medical practitioners, etc , compilation of 
statistics , appointment of officials and employees of funds, etc., 
etc. Several laws provide for the formation of federations or 
associations. These are, of course, not necessary where there 
are central msurance institutions acting as the sole insurance 
earners, the separate funds bemg only their local organs, as is 
the case m Belgium, Bulgaria, Hungary, Russia, etc. The 
orgamsation of federations may be compulsory as, for mstance, 
in Czechoslovakia and Poland, or voluntary as m Austna, 
Esthonia, Germany, Great Bntain and many other countnes 
They are formed generally on regional fines. The method of 
actual grouping and affiliation of funds to a federation depends 
upon the type of insurance institutions and system of affiliation 
of persons to the institutions , for instance, where a large variety 
exists, those of the same type may be required to join together 
In Poland, regional federations are grouped into one national 
federation 

• Sickness Insurance, I L O., M 4, pp. 68-69, 
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Problem of Supervision 

Supervision of the sickness insurance institutioiis must receive 
proper attention, if the institutions are to -work efficiently. Now, 
it IS the right and the duty of the State to supervise the regular 
working It must see that normal effect is given to the obhgation 
of persons to join insurance institutions and that payments are 
made to the persons eligible to receive them ; and it must 
supervise the administrative and financial working of the institu- 
tions Administrahve supervision consists in seeing that the 
advisory bodies are regularly constituted and worked according 
to law and rules and regulations of the institutions. The finann^l 
supervision involves the examination of accounts involving 
income, expenditure, working capital, reserve funds, investment 
of funds and generally a careful watch over the solvency of the 
institutions Methods may have to be prescnbed for cases of 
deficit, hke increase of contributions, reduction of benefits, etc. 

General supervision is as a rule entrusted to the ministry 
concerned with labour quesfaons, social welfare, etc., or the 
Ministiy of the Interior. The nature and constitution depend 
upon whether the State is directly responsible for management 
of insurance or has entrusted it to autonomous bodies. In the 
former case, functions of management and supervision may not 
be clearly differentiated except by the mere difference in the 
ranks of the officers concerned, as in Bulgaria. In the latter 
case, supervision is often in the hands of entirely different bodies . 
central supervision is given to a ministerial department or a 
federal insurance office, with local offices The State officials 
usually are the labour inspectors or speciahsed insurance officers 
In Austria, Great Bntain, Ireland and Greece, etc., supervision 
is in the hands of the ministerial department and State officials. 
In Esthonia, Germany, Lithuania, Portugal, etc., the general 
control IS with the ministry, but actual supervision is by special 
insurance offices. Such bodies may be given both administrative 
and judicial work. Such insurance offices may consist solely of 
public officials as in Norway, Poland and Switzerland, or may 
have representatives of workers and employers connected with 
them. In Czechoslovakia, supervision is in the hands of the 
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higher officials, central and local insurance institutions. 
Settlement of Disputes 

One more question that may be veiy^ briefly mentioned here 
IS that relatmg to the settlement of disputes, the commonest among 
which are those connected with the right of the insured persons 
to benefit. The nature of disputes m general can be judged by 
a glance at the parties interested in the operation of sickness 
insurance, viz , insured persons, their emplovers, doctors, 
chemists, dentists and other auxiliaries of the insurance fund 
Such disputes as refer to the nght to benefit must be solved 
immediately without any delay. Therefore the judicial bodies 
should be special tribunals consisting of judges specially cognizant 
of the purposes of social insurance and the needs of insured 
persons The insured person should have a nght of appeal at 
least in disputes concerning his nght to benefit. 

Health Insurance 

It may be recalled that in some countnes sickness insurance 
IS called, perhaps by way of euphemism, Health Insurance/' 
in preference to that simple matter-of-fact name '' sickness 
insurance This is rather misleading, in that it possibly implies 
that preservabon of public health is the mam purpose of social 
insurance. The fact cannot be gainsaid that health improvement 
is not a fundamental purpose of sickness insurance, though it 
may be a most desirable by-product of the system Sickness 
insurance has indeed become the principal instrument of a health 
policy for the masses of the populabon. The improvement of 
the standard of their health is important also because it reduces 
the future liabilities of sickness insurance msbtutions Further, 
with the same view prevenbve measures have attracted the 
attenbon of all the countnes. Maternity benefit and family benefit 
come also under prevention of sickness and diseases, the other 
forms that the preventive measures can take being access to 
medical advice, propagation of the rules of health and hygiene, 
health exhibitions, and penodical medical examinations to discover 
symptoms of senous and avoidable diseases The efforts of Chile 
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in this direction are most commendable, where about 250,000 
persons are examined by the Chilean sickness insurance fund 
every year (under the Preventive Medicine Act of 1938) with 
indeed very useful results.* 


♦ Fox detail?, see Approaches to Social Security, I L O., M 18, p. 47, 



CHAPTER IV 


OLD AGE, PREMATURE DEATH AND INVALIDITY 

INSURANCE 

( PENSION INSURANCE ) 

L ike sickness, invalidity, old age and premature death are 
dangers to which ali human bemgs are exposed. And these 
have extremely grave consequences for persons whose livelihood 
depends wholly or partly on regular occupational activity, 
whether dependent or independent. Though the importance of 
removing the constant feeling of insecurity created in the mind 
of workers by these imminent dangers always staring them in 
the face, has been recognised on all hands only m recent years, 
efforts were nevertheless made from very early times, whether 
from a mere humamtanan view or otherwise, to relieve the 
persons affected by these. 

The problem has been attempted to be solved by numerous 
methods of a varied nature. Workers oh their part have in a 
number of cases tried to help themselves by individual thrift But 
generally their w^ages have proved too low to allow for the current 
expenses and saving for the future ; such attempts have, there- 
fore, proved absolutely unsuccessful. The State on its part has 
tried the method of public rehef, supporting the disabled persons 
at the cost of the community. The poor law legislation is an 
illustration of such efforts However, public rehef has proved 
inadequate, because the level of assistance has been low and 
relief has been given, not as a matter of right, but at the discretion 
of the authonty. The workers themselves have a hatred for 
such relief 

Especially because of the disrepute into which the poor relief 
and its administration fell in later years, it was generally felt 
towards the end of the nineteenth century that a more dignified 
and substantial provision should be made for the aged persotis 
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in particular. Two methods have been adopted for making such 
provision The old persons are given pensions after a particular 
age. One method is that of non-contributory pensions, first 
adopted in Denmark ; the other method is the scheme of com- 
pulsory subsidised saving against old age, adopted first by 
Germany, better known as contnbutory old age pensions. The 
latter method falls in the category of social insurance. Non- 
contnbutory pensions only constitute assistance of a higher 
standard than that of poor relief. The amount of pensions is 
more substantial. The claim to pension tends to become a right 
on fulfilment of the statutory conditions, since a right of appeal 
is granted to the claimants. 

Non-contnbi4ofy Pensions 

The non-contributory pension was first mshtuted in Denmark 
in 1891. The pension was to be given not as alms, but was 
looked upon as a reward for work done before reaching old 
age. To empha^e this fact, some qualifjdng conditions were 
laid down, on fulfilment of which the pension accrued as a right 
The non-contnbutory pensions for old age were then established 
in a number of coimtries including New Zealand (1893), France 
(1905), Great Bntain (1908), U nigua y (1919), and South Africa 
(1928). In the Umted States, i! was only as late as 1935 that 
the encouragement was officially given to old age pension move- 
ment already existing in the States, by the Social Security Act 
of 1935, which promised a Federal subsidy * 

At the outset only old age was taken into consideration. In 
course of time the non-contributory pensions were exteil<^e<} to 
cover invalidity. However, legislation is not uniform m. the 
matter of the risks covered. The aged are granted pensions in 
all countries which have adopted any legislation in this direction 
Most of these countries have also instituted pensions for the blind 
However, only a few countries provide pensions for the invalid, 
viz., France, Australia, Uruguay and New Zealand. The risk 
of premature death is not covered by any non-contributory 
pensions scheme. 


* LL.O , Senes M, No IB, op. cit., p. 7. 
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Before pensions could be granted, some conditions have to be 
fulfilled. These qualifying conditions are political, moral and 
economic. The claimant must be a national of the country that 
provides the pension, and he must have resided m the country 
a minimum number of years, say, fifteen or twenty ; a shorter 
penod may be fixed m the case of bhndness and invahdity. The 
moral conditions, prominent in the older laws, are now either 
dropped or are non-existent in the recent laws. An example 
of moral conditions is the following The claimants mu^ have 
led a respectable life without any criminal record. In Great 
Bntain such conditions have been abandoned, while in Canada 
and South Afnca, they have not been imposed at all The 
economic condition, the means test, is the most important. 
Pensions are restricted only to those persons whose means do not 
exceed a prescribed amount This amount is generally consider- 
ably above the subsistence level. 

The rate of the pension, under the non-contributory pensions 
schemes, depends mainly on the means of the claimant, but it 
IS subjected to a maximum rate which on an average is abooit 
one-fourth of the wages of an unskilled labourer While assessing 
the pension, part of the means of the claimant may be disregarded, 
e.g , that amount of the earnings which accrues as benefit from 
friendly societies, or the annual value of the house owned by 
the claimant and occupied by him, etc. In the countnes of the 
British Commonwealth exemptions of this nature are quite liberal. 
The pension is adjusted to the net means, and generally a 
pension sufficient to bring the total income (i e., net means plus 
pension) to the maximum pension itself is granted. 

The non-contnbutory pension schemes are financed solely from 
taxation. The cost may be borne wholly by the Central Govern- 
ment or be shared with the Local Governments The schemes 
are administered by State officials and not, as is generally the 
rule in social insurance, by elected representatives of the persons 
concerned Administration again may be shared by the Central 
and Local Government. 

As has already been stated above, non-contnbutory pension 
schemes have been adopted as being an improvement upon the 
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method of statutory poor relief and most of the schemes hke 
those of Austraha, Great Britain, Denmark, etc., offer important 
advantages, as compared with the typical poor relief conditions : 
The pensions do not affect any civic rights , award of pensions 
does not depend on the absence of relatve legally liable and 
able to support the claimant , pensions are not confined to the 
destitute. The pension is payable as of nght to persons satisfying 
the statutory conditions. Appeal to higher authority is also 
provided. 

The non-contnbutory pension scheme has some advantages over 
its rival contnbutory scheme. Its scope is umversal ; the scheme 
meets, when it is instituted, the immediate needs of the existing 
aged and the invalids , no machmery need be set up to collect 
contributions and to keep the accounts of contributors. 
However, the non-contnbutory schemes as they exist today, 
have their drawbacks also ; the risk of mvahdity is covered 
only in four countnes, viz., France, Austraha, Uruguay and 
New Zealand and even in these countnes only permanent and 
total incapacity is pensionable. The risk of premature death is 
not covered or may be said to be covered only mcompletely, since 
the widows have no claim, except in respect of children. These 
schemes are also generally financially weak. 

Contnhidory Pensions 

In fact non-contnbutory pension schemes have proved them- 
selves to be only transitional schemes. Except in Austraha, 
Canada and South Afnca, they have been overshadowed or 
replaced by contnbutory schemes introduced later. The most 
important factor in this connection has been the financial one — 
it has to be noted that old age pensions are very costly — ; for 
instance, in Great Britain, the mam factor requinng the change- 
over from a non-contributory to a contnbutoiy scheme was the 
future budgetary problem presented by the actuanes' report on 
the development of the old scheme Due to the very great 
expansion of population and the increase in the prospects of 
survival,^ the cost of the Exchequer was estimated to nse from 
£27 millions in 1925 to £60 milhons in 1^5 under the old non- 
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contnbutoiy system.* In Great Britain the Contributory 
Pensions Act was passed m 1S25, whereby contributoiy pensions 
have been created for widows, orphans and old persons after 
the age of 65, though actually after 70, the insured persons 
receive old age pensions under the Old Age Pensions Act of 
1908 (non-contnbutoiy) by virtue of a provision m the Contri- 
butory Pensions Act whereby the contnbutory pensions are then 
naerged into non-contributoiy pensions. The non-contributory 
scheme has thus been overshadovted, though not replaced, by the 
contributory system. Similar development has taken place in 
other countries too. In France the introduction of a general 
scheme of social insurance in 1B2B marked the exit of the non- 
contributory pensions, except for some residual functions. In 
New Zealand, again, the Social Security Act of 1938, — covering 
in a single enactment, old age pensions (called the universal 
superannuations**), medical, surgical and hospital treatment, 
sickness, invalidity and maternity benefits, widows' and orphans* 
pensions, special pensions for disabled miners, unemployment 
benefit and family benefit — ^replaced the non-contributory pensions 
with effect from ist April 1940, upto which transitional period 
persons qualified under both schemes were given the higher of 
the pensions from the two sources. Even in the United States 
the Federal scheme of old age and survivors* insurance seems 
destined ultimately to cover the whole occupied population and 
thus to eliminate the necessity for the non-contributory pensions 
which at present take care in particular of agricultural and inde- 
pendent workers. It has to be noted that the change-over from 
a non-contributory to a contributory basis has not, in some 
countries, radically affected the older schemes in other respects f 

The contributory pension scheme or pension insurance was first 
introduced in Germany in 1889 by Bismarck, who declared that, 
“ The State must take the matter into its own hands, not as alms- 
giving but as the right that men have to be taken care of, when, 
from no fault of their own, they become unfit for work. Why 
should regular soldiers and officials have old age pensions, and 

* Wilson and Mackay, Old Age Pensions, A Historical and Critical Study 
(London), p 87 

1 1 L.O , Senes M, No. 18, p 7. 
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not the soldier of labour ? This thing will make its own way i 
It has a future.” Then other countries introduced compulsory 
pension insurance sooner or later, as descnbed above. 

Scope 

National Insurance 

Compulsoiy pension insurance laws may, with reference to 
their scope, he classified into three types, viz., national insurance . 
popular msurance and compulsory insurance of employed 
persons only. Under compulsory national msurance, all the 
inhabitants irrespective of their conditions of work, occupation 
and amount of earnings are, as a rule, compulsorily insured, 
subject to conditions of age, residence and nahonahty. Such 
national insurance has been advocated on the ground that all 
persons are exposed to the nsks of invahdity, old age and 
premature death, and their economic consequences. Further, 
important advantages are claimed for it, e.g., avoidance of class 
legislation and thereby of class-feeling ; on the side of practical 
apphcation, availabihty of regularly collected and pubhshed 
statistics of the general population, its distribution by age and 
sex, and its mortality , establishment of msurance institutions 
having a stable and sufhcient membership ; easier admmistration 
because of factors hke absence of enquiry into occupation or 
eammgs , insurance reaches rapidly a position of stabihty, smce 
insurance embraces the population as a whole , also insurance 
can then more confidently be worked according to the method 
of annual assessment, thereby avoiding the necessity of building 
up actuarial reserves ; even if large reserves should have to be 
accumulated, they could be quickly and profitably utilised in 
the interests of national prosperity. However, the notion of 
national msurance has, until recently, met with strong opposition 
and extension of compulsory msurance to persons of sufi&cient 
means has been regarded as useless and as an abuse of the 
coercive power of the State. It is further alleged that such a 
scheme of national insurance is not without some defects of 
great consequence, e g. : there is lack of homogeneity in 
important respects, like mode of life, amount of means, ability 
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to contnbiite, need of benefits ; again, if general satisfaction is 
desired, unifomuty in contributions and benefits is impossibie 
and a scale of contributions and benefits lias to be drawn 
up, that involves means investigation^ classification, etc,, com- 
pulsory national insurance has been adopted only in two 
countries, viz., Sweden and some Swiss Cantons. In Sweden, 
civil servants, and employees in the postal and telegraph 
departments, State railways, etc , if entitled to a State pension, 
are exempted. 

Popular Insurance 

The other two conceptions of insurance refer to persons of small 
means only. However, one type of scheme covers employed 
persons only, while the other covers both employed workers and 
mdependent workers of small means (popular insurance). In 
the latter case, employment is not recogmsed as a cntenon of 
habiiity to insurance and ail occupied persons of small means 
are covered. Independent workers of small means are no less 
exposed to the nsks of invalidity, old age and premature death ; 
but some special difficulties occur m practice in insuring them, 
for mstance, there is no employer to pay part of the contnbution ; 
again, the absence of the employer raises the difficulty of the 
collection of the insured person's contnbution. Such a scheme 
exists for compulsory pensions only in Denmark covering the 
nsk of invalidity, the insurance being compulsory for all those 
who are regular members of the voluntary sickness insurance 
institutions. In some countries attempts have been made to 
institute a special scheme for independent workers. In 1925, a 
scheme was prepared in Czechoslovakia, and was made a law, 
but had not been then, or even till 1933, put into force. 

Insurance of Employed persons 

Compulsory insurance of employed persons has found widest 
acceptance Although the different national laws differ because 
of the introduction of certain important modifications, this principle 
has been adopted in a large majority of countries like Great 
Britain, Austria, Brazil, Chile, Czechoslovakia, France, Germany, 
Italy, etc., etc. The mam reason for this wide development has 
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been that such insurance can be easily put into practice, since 
the cost can be partly charged to the employer and the worker's 
share can be collected by the employer by cutting his wages to 
that extent Although the general formula has been almost the 
same, the modifications introduced by different laws are based 
mainly on certain exemptions and physiological and economic 
conditions 

The general formula defining scope in the case of employed 
persons is the same as in the case of sickness insurance. It 
involves three conditions : (1) work in a dependent position, (2) 
work under a contiact, and (3) work as the ordinary means of 
livehhood Although this general formula has found almost 
universal acceptance, its adoption in practice has been accom- 
panied by important modifications in various legislations. These 
have been based on considerations of an economic or social 
character. The legislator has estimated in a different manner, 
according to the country, the need for protection of the various 
classes of the population and has often been led to hmit or to 
extend the scope of the general formula * The consequence has 
been a variety of national laws : In some States, there is only 
a single system of insurance against old age and the other risks, 
e g., according to the British system, employed persons in a 
great variety of occupations are compulsorily insured under a 
single plan which is apphcable equally to all occupations. In 
certain other States the legislation does not provide for a unitary 
system covenng all employed persons but for a number of schemes 
applicable to different groups of workers accordmg to their trades 
or occupations which may be described generally as " miners ", 
"salaried employees", "intellectual workers", etc., but for 
practical purposes need to be more closely defined Examples f 
of this policy are found in Argentina (bank staffs and staffs of 
private undertakings of pubhc utility), Brazil (staffs of pubhc 
utQity undertakings), Cuba (seamen and harbour workers), 
Ecuador (bank staffs), Yugoslavia (miners), etc. Most countries 

• International Labour Office, Studies and Reports, Series M, No 1, 
General Problems of Social Insurance (Geneva, 1925), p. 15 

t International Labour Office, Studies and Reports, Series M, No 10, 
Compulsory Pension Insurance (Geneva, 1933), p 30. 
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have established a separate fund for railway workers, and where 
mining is of importance, for miners The same is often true of 
seamen and other similar groups. Compulsory insurance is most 
firmly established m the two branches of economic activity which 
employ the great majority of workers, viz., industry and com- 
merce ; because workers therem have been organised since early 
times in trade unions which have urged the adoption and 
development of insurance schemes and because they receive, as a 
rule, their remuneration entirely m cash. Moreover, it is 
comparatively simpler to supervise the work of collection of 
contributions from employees in mdustiy and commerce. While 
there are general schemes for workers in a number of countries, 
these may be accompanied by special and separate schemes for 
miners, as in Germany 

Limiting Factors tn Scope 

Among employed persons, the exemptions are not few Agri- 
cultural workers have been covered by pension insurance only 
in some countnes. In Greece, Hungary, Luxemburg and 
Rumama, they are not yet covered Even m the other countnes 
movement to mclude them has grown only in the last thirty or 
forty years. This slow progress has been due to much the same 
reasons as m the case of sickness insurance, although in practice 
pension msurance is not so difficult to extend to this group as 
sickness msurance. Similarly, domestic servants have been 
included only in recent years m some national laws, smce it was 
recogmsed that the old patnarchal relations had disappeared and 
that they were now m need of social protection hke any other 
workers. As to home workers, they were covered if their industry 
was covered ; but difficulty arose in the case of those who were 
legally independent, although virtually in a dependent position 
Another difficulty was that payments made to them as wages 
often included both remuneration and the cost of the matenai. 
Now% in recognition of the fact that their economic position is 
often much worse than that of the wage-earners properly so 
called, they are covered in an increasing number of countnes. 
In Great Bntam both the home workers and small contractors 
are covered. Pubhc servants m most cases are exempted from 
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the general scheme, since they are effectively protected against 
this nsk by special schemes, eg, in Chile, Bulgaria and 
Switzerland special schemes cover them. Apphcation of 
compulsory msurance to apprentices is generally made dependent 
on their receiving remuneration, perhaps m cash only, as in 
Germany, Russia, Great Britain, etc , or in kind also as in France, 
Italy, Hungary, etc. In Australia, Chile, Poland, Hungary, etc , 
apprentices are included whether they are remunerated or not. 

Short-time employments have also proved difficult to be 
covered in pension insurance In this category come occasional 
employment (i.e , employment which is undertaken now and then, 
but does not constitute the usual means of hvelihood of the 
worker), subsidiary employment (i.e., employment regularly 
followed concurrently with some other main occupation), tempo- 
rary emplo5mient (i e , a senes of short engagements, for one 
or different employers, e.g , a porter), and seasonal employment 
(earned on at certain periods of the year only). As to occasional 
emplo5nnent, the provisions in different countries differ. In 
Czechoslovakia, it is in principle insurable for salaried workers, 
but not so under the general workers' insurance scheme In 
France, those engaging in employment for less than mnety days 
in a year axe excepted. In Germany, the workers' scheme 
exempts all those who are not normally wage-earners, if they are 
temporarily employed for negligible remuneration, where occa- 
sional emplo5nnent is that which does not contmue for more than 
three successive months In Great Britain, workers working 
casually otherwise than for the purposes of the employer's trade 
or business are exempted Chile makes occasional workers of all 
kinds liable to insurance. In the case of subsidiary emplo3mient, 
if insurance does not apply to that branch of economic activity, 
IK) question arises. The question of exemption anses only if this 
subsidiary employment is also insurable. The fact must then 
be decided on the estimate of the importance to the worker of 
the subsidiary occupation. In practice one of the following three 
methods is followed : ^(l) Exemption of all subsidiary employ- 
ment — ^this has been done in Czechoslovakia, Hungary and 
Luxemburg. Here habihty to insurance depends only on the 
main occupation. ( 2 ) Exemption of specified subsidiary employ- 
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ments, e.g , in Great Bntam certain jobs specified as subsidiary 
are excepted, provided they do not constitute the pnncipal means 
of livelihood. In Austria, exception is made with reference to 
time that the 30b takes. ( 3 ) All subsidiary employments may be 
covered. The laws omit to make any mention of sub^diary 
emplo57ment, thus covenng it automatically, as, for instance, in 
Germany. Temporary employment is now covered in mc^t 
countries. In Germany no exemptions are made. While in 
Rumania certain undertakings are absolutely liaWe to insurance, 
m Russia certain temporary workers are absolutely exempt, e.g*» 
washerwomen Temporary employment is excluded in some 
countnes on the ground of the difficulty of collecting contri- 
butions, because of the presence of too many employers. A 
number of laws leave the question of their inclusion to the discre- 
tion of the admimstrative authonties. In Germany, the method 
followed has been that, wherever possible, the first employer of 
the week has to pay his own contribution and deduct the worker’s 
from his wages ^asonai employment is associated mainly with 
agriculture and its accessory industnes. In Germany, exemption 
IS granted if seasonal employment does not exceed twelve weeks 
at a tme or fifty day<=! m all (m a year), provided the persons 
concerned maintain themselves by independent w^ork dunng the 
rest of the year. In Great Bntam certain specified seasonal 
employments are excluded, e.g., frmt and hop picking. 

Besides such modifications in the scope of compulsory pension 
insurance of employed persons, there are other limitations also. 
Most of these limitations may exist to a greater or a smaller 
extent even in the schemes of national insurance or of insurance 
of persons of small means, w^hether m a dependent or an indepen- 
dent employment. They anse out of personal qualifications and 
the relevant conditions may be classified as physiological, polit- 
ical and civil and economic. Physiological conditions concern 
sex, age and workmg capacity Sex is no longer a distin- 
guishing factor except sometimes m the matter of rates of contri- 
butions and benefits The purpose of laying dowm age limits 
is to exempt very young persons and persons of an advanced 
age, or to terminate insurance of persons who have reached 
pensionable age. The lower age limit is in some schemes based 
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on the school-leaving age when compulsory school attendance 
ceases, e g , 14 years in the Netherlands. In general, the lower 
age limit vanes between fourteen to eighteen years. The 
upper age limit in the case of workers' insurance varies from 
sixty to sixty-five years. The condition concermng workmg 
capacity lays down that persons who are invahds already cannot 
be admitted. To be entitled to be admitted to insurance the 
persons must have full or at least substantial working capacity. 
In practice there is no regular medical examinations for an 
entrant ; but m doubtful cases the burden of proof falls on the 
entrant or the insurance institution may get the person medically 
examined. 

The pohtical condition refers to the nationahty of the persons. 
Most schemes apply to foreigners in the same way as to nationals. 
A few States (e.g , Bulgaria and France) allow this on the basis 
of a reciprocal treatment only So far as the family relationship 
with the employer is concerned (civil condition), wife and hus- 
band are mutually exempted, while children working for their 
parents are hable to compulsory msurance, if they are paid in 
cash. In some countnes (e.g., Czechoslovakia), a contract of 
employment between the child and the father is deemed neces- 
sary for Lability to insurance The economic condition makes 
insurance compulsory for those workers only whose earnings do 
not exceed a prescribed limit In some States the hmit is appli- 
cable only to non-manual workers, manual workers as a class 
being presumed to be in need of the msurance benefit. In Great 
Britain, Hungary and the Irish Free State, a Lmit has been laid 
down on non-mainual employed persons. In Germany, it exists only 
for the salaried employees and miners In Chile, France and 
Spain is to be found a hmit of earnings for all insured persons 
No limit of earnings exists in some countnes either in the case 
of workers (e g,, Austria, Belgium) or for particular groups hke 
bank staffs in Argentina, intellectual workers in Poland, etc. 

While discussing the scope of compulsory pension insurance, 
it IS relevant to consider the provisions made for persons for 
whom insurance ceases to be compulsory by conditions of liabihty 
to insurance ceasing to exist ; and fox voluntary insurance 
established as a complement to the comprdsory scheme to cover 
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persons outside the scope of the latter. For persons, for whom 
insurance ceases to be compulsory, provision is made in most 
countnes for maintenance of conditional nghts to benefit. There 
is, as a general rule, temporary free maintenance of conditional 
rights. It is only when the free period fixed by the law has 
elapsed without the insured person's again becoming hable to 
insurance that he loses his conditional rights and the contribubon 
already paid cease to be valid. However, the length of the 
period, for which membership of the compulsory insurance scheme 
is necessary in order to be entitled to these conditional nghts, 
vanes. In Bulgana the condition is that at least twenty-four 
weekly contnbutions must be paid in two years after the date 
of issue as stamped on the insurance card. A period of two 
years is provided in Great Britain For the benefit of persons 
whose temporary free maintenance of conditional rights has 
lapsed, some provision is made bf^every country Four methods 
are possible : fl) refund of contnbutions, (2) revival of those 
lapsed nghts under certain conditions, on return to insurable 
employment, (3) continuance of nghts by payment of a continua- 
tion fee, or (4) voluntary continued insurance The various 
national laws give preference to one or the other of these methods, 
though one or more may exist side by side in the same country 
The method of voluntary continued insurance has been most 
commonly adopted : in Great Britain and Insh Free State, it is 
open to all insured jrersons except married women. In other 
countries some restrictions exist relating to income (as in Chile), 
reason of ceasing to be compulsorily insured (Bulgaria), quahfying 
I^od (as in Czechoslovakia), etc. There is generally a time 
limit for entering continued insurance, either specially fixed or 
concuirent with the period of maintenance of conditional rights 
to benefit. 

In order to _ mitigate the strictness of the general formula of 
wage-earners’ insurance and to enable independent workers who 
feel the need for insurance to benefit under the same system as 
that which covers wage-earners, almost all the laws in force have 
adopted the method of voluntary insurance to supplement the 
compulsory system Voluntary insurance may take the following 
forms : the renewal of insurance for persons who have ceased 
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to be insured for a certain time (as referred to above) , continua- 
tion of insurance for compulsorily insured persons who cease to 
fulfil the conditions laid down by the law ; the development of 
insurance in order to secure for insured persons additional benefits ; 
and the institution of voluntary insurance properly so called for 
persons excluded from compulsory insurance in virtue of the 
pnnciples which determine its scope. In the last mentioned^ 
form, voluntary insurance apphes mainly to independent workei# 
who experience a need for protection on account of their economic 
weakness. The offer of voluntary insurance is in most countries 
based on a number of conditions There are physiological condi- 
tions * sex — m Great Britain married women are excluded , 
age — the upper age hmit for entry into insurance vanes between 
40 to 45 , working capacity — ^voluntary insurance is never open 
for invahds, and some laws , those of Austna, Chile and 
France) require a medical ^titeate ; political condition : in 
some countnes voluntary insurance is open only to nationak, 
eg-, in Chile, France, Italy, etc Economic conditions also exist 
providing a certam maximum of earnings for entry mto volun- 
tary insurance. 


Risks Covered 

Pension insurance covers old age, invalidity and premature 
death (as is outside the scope of workmen’s compensation) In 
the earlier times pension insurance in general came to be 
established only for the benefit of the necessitous aged. Shll 
the German Act of 1889 covered both old age and invalidity. 
Survivors’ pensions have been a logical corollary to the estab- 
lishment of pensions for the msured persons. It has to be noted 
that although most of the countries have included all these three 
risks under a single system, some countries have separated the 
ri^s, covering only two together ; for instance, in Great Britain 
invsdidity is linked up with sickness insurance, since there is no 
time limit to the benefits provided under the sickness scheme. 
There the pension insurance scheme only cover old age and 
death. Furthat, although all the three risks may be mcluded 
under a s^gk i^an, yet there may be important distinctions in 
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mitritetioiis, beaefits* etc,, as for iastam^a m 
Si compatiag them. 


Old Age 4r 

* The cooeept of gW Ims been the subject of two 

t ooiBts, (M age may be regarded as the age at whkh fte 
m toller it to work or as that at which he fe 
fito mxmi a right |o rest The riAt to rest fe a 


mxmi a right |o rest The ri^t to rest fe a 
mum hmmn ftan scientific It is deemed to be the retem 
pe ^orts made by the individual during the greater pairt M[ 
ttfe ife to earn his own living, to support others and to accumril^ 
capital for the general advantage. The worker looks, to 
age pension as the escape from a life-time of bard work imife t 
welcome condition of independence and relaxation. Such a r%|t 
IS recognised, but the fixing from which such a 

may be regarded as earned W Mncult. The probtem may be 
tried to be solved m a number of ways, but the simplest s&mm 
to be that of examining statistics of expectation of life and esiS;- 
mating the proportion of the population to which pensions can 
be granted without an excessive burden on the rest of the commu- 
nity, . ^ 


From the economic, as also from the medical viewpoint, old 
age is regarded as an age at which the worker is presumed to - 
he m topger capable of working , in other words, old age is 
prespned to be a ^)ecial case of invalidity, based on the fact 
a certain age weakness due to natural exhaustion of the 
l0%r‘«mbiaed with the results of various diseases, etc., mates 
M difiMdt, if not impossible, for the worker to remain actively 


er^iged m his occupation. Such invalidity is characterised not 
merely by a normal and probable decline of health and efficiency, 
but also by the difficulty of finding employment. This is indeed 
a vague conception, and the determination of the pensionable age 
is essentially arbitrary, more so, rince this old age or invsiidky 
will set in at different ages in different occupations or even among 
different persons belonging to the same occupation. 

If each of these conceptions is given an extreme interpretation, 
the divergence between the two pensionable ages obtained .i^y 
^ be great ; but a similar position may be amved at, if the right 
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to rest is placed at an age high enough to coincide with that at 
which invahditj' is m practice the normal condition. The worker 
desires that the pensionable age should be a fixed one and further 
that it ^hould be fixed low enough to give him a fair chance of 
surviving to enjoy his pension for a substantial penod. Between 
the scientific and the human concepts, the latter has been 
respected merely by the recognition of a definite pensionable age. 
Such an age has been fixed by all the national laws. It is based 
on numerous f actors, and no definite conclusion can be reached 
as to the precise conception on which it is based. Actually, it 
B a compromise between several factors that demand due 
consideration, eg., need for rest, nature of work, the s^. 
length of his career, development of invalidity with age, difn- 
culfy expenenced by elderly people in finding employment, etc. 
The general schemes of old a ;j§|p j||^ion insurance fix the person- 
able age in fact, at not lowerman the age at which the imjority 
of individuals become permanently unemployed. By fixing the 
beginning of old age at a certain age, a clear distinction is mads 
behveen the hvo nsks of old age and invalidity— &ough old 
itself can be regarded as a special form of invalidity Invalidity 
is covered by term insifrance which ceases immediately the 
worker becomes entitled to old age pension ; i.e., as soon as the 
invalid reaches the pensionable age, he gets the pension under 
the old age scheme, the mvahdity branch ceasing to operate. 

The normal pensionable age has been fixed at 65 in almost 
all the general schemes and even in a number of special schemes 
for salaned employees. Lower ages are to be found mainly m 
schemes for small pnvileged groups and several occupational 
schemes. The fact that women become unemployable at an 
earlier age than men has been generally recognised and the 
pensionable age for them is found to have been fixed at 60. It 
has been only during the last few years that this pensionable 
age for womdn has been reduced from 65 to 60 in Great Bntain 
and son» other European countries. It has, however, to be 
noted that the pensionable age is not alw'ays rigidly fixed. A 
number of schemes have introduced the option of taking a lower 
pension at an age below the normal and without proof ot 
invalidity or a higher pension at an age above the normal, notably 
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in France (1941), Belgium, Brazil (commercial workers, 1940) and 
in vanous salaried employers' schemes.* The maximum number 
of years so provided above or below the normal vary from five 
to ten. In Chile there are three pensionable ages. 55, 60, 65, 
any one of which can be taken at the option of the insured 
person. 

Jnvahdtty 

The invalidity pension is the link betw^een the sickness benefit 
and the old age pension and accordingly mvahdify embraces a 
range of states extending from prolonged sickness to premature 
old age In\ahdity as the risk covered by pension insurance may 
be explained as the incapacity for work w'hich appears to be 
permanent, or more clearly as, in countries possessing compulsory 
sickness insurance schemes, mcs^city which persists after sick- 
ness benefit is exhausted. The definition of invalidity adopted 
by Germany in 1889 has become classic and has been adopted 
by numerous countnes thereafter. That defimtion is> as follows- 
An invalid is a person who is incapable of earning, m an employ- 
ment suited to his strength and abihty which can reasonably be 
assigned to him m view of his training and previous occupation, 
as much as one-third of the sum usually earned by physically 
and mentally sound persons of the same kind with sunilar train- 
ing in the same neighbourhood f 

Invalidity, meaning incapacity for work, may be defined m 
three ways* (1) in terms of the degree of physical infirmity and 
incapacity, (2) in terms of physical inability to carry on one’s 
previous occupation — occupational incapacity, and (3) in terms 
of finding fresh employment for the invalid in the labour market — 
general incapacity for work. Ail these conceptions have already 
been discussed in connection with workmen's compensation 
schemes The conception of physical invalidity has been rarely 
used m invalidity insurance schemes The German definition of 
invalidity for the general workmen's scheme is based on g. sort 
of compromise between the conceptions of the general incapacity 
for work and of occupational incapacity How^ever, the great 
majority of occupational schemes for miners, seamen and railway- 


. * L L O , Senes M, No 18 op cit , p 52 


t Ibid , p 54 
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men, and salaried employees’ schemes follow the criterion of 
occupational incapacity — ^incapacity for one’s previous 30b or any 
other job which implies a similar social and economic status and 
IS in the same field. It has to be noted that while for the 
manual workers, invalidity implies almost total incapacity, m 
the saianed employees’ schemes, even partial incapacity.— say, 
reduced by half, entitles the insured persons to pensions. 

The estabhshment of a state of invalidity involves on the* 
medical side that the authority responsible for certifying invahdity 
(1) must verify the existence of the infirmities, (2) must deter** 
mine the extent of functional disturbances and the degree of care 
and special • attention required, and ( 3 ) must indicate the type 
of activity which the worker is still capable of performing. On 
the economic side, it has to be determined whether the t3rpe of 
work considered possible from^e medical point of view can m 
fairness be demanded m th^same occupation or any other, 
according as the risk covered may be occupational or general 
incapacity. Then an estimate has to be made as to what frac- 
tion of normal w^age will most probably be earned by the invalid 
worker from his activity, in view of his physical state and previous 
experience. It is only when this fraction is sufficiently low that 
the claim to invalidity? pension is entertained. 

The invalidity pensions are not graded according to the degree 
of incapacity m any scheme, except that of the U.S S.R , wherein 
three grades of incapacity are recognised, for the purpose of both 
invalidity insurance and workmen’s compensation. In almost all 
other schemes medical graduation* of incapacity is made only for 
workmen’s compensation ; a graduated estimate of incapacity 
from the medical point of view is not plausible in invalidity 
insurance which deals with not local injuries, but constitutional 
diseases. Further, only in cases where incurable disease or injury 
IS obvious from the outset, are life pensions granted immediately 
on the establishment of a state of invalidity. In all other cases, 
periodical medical examinations are made either regularly, if so 
prescribed by the law% or at the option of the parties. Such 
examinations are, obviously, necessary only till the pensionable 
age is reached. 

One question that arises in invalidity insurance and workmen’s . 
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compensation alike is whether in fact, whenever pension is refused 
to a seriously incapacitated person on the ground that he is 
fit for w'ork of some kind, work of the kind specified is avail- 
able This is indeed a rather disheartening problem— more so in 
invahdity insurance since cases of senous mcapacity are likely to 
be greater. In Germany this risk of unemployment has been 
expressly excluded , but it cannot be forgotten that Germany has 
a scheme of unemployment insurance in force and its definihoa 
of capacity for work is complementaiy to the definition of 
invalidity. Even then it has to be noted that unemployment 
benefits are after all limited in duration. Therefore this factor 
deserves senous consideration in the award of invalidity pensions, 
and systematic and organised efforts must be made for the 
rehabilitation and placement of the partially disabled. 

Premature Death I 

The nsk of premature death, as covered by pension insurance, 
IS mdicated by the economic effects of the death of the bread- 
winner, be he merely an insured person, or an invalid or old 
age pensioner, on his wife, children, who may be too young to 
support themselves, and other survivors. In pnncitde, tbt 
measure of actual loss suffered depends on factors like the 
earnings of the insured person, his age, his expectation of life, 
and the number of survivors dependent on him, their ages and 
needs. Obviously the risk is non-existent, where the family has 
already been depending on resources other than his wages or 
pensions. 

The risk is therefore defined essentialiy by the description of 
the survivors who are entitled to pensions as dependents. No 
scheme howeicr fixes pensions to cover actual loss ; factors like 
expectation of life of the breadwinner are quite ignored. The 
pensions are at fixed rates, payable to certain categories of 
survivors only. Compensation is granted in accordance with 
uniform rules- e.g., all survivors of a given category are 
presumed to have been economically dependent on the insured 
person to the same degree. This degree is expressed as a 
percentage of the pen sion of the insured person or his wages.* 

• t.L.O., Senes M. No. 18, op. cit , p. 165. ~ ~ 
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Fiineral benefits are rare in pension insurance ; but lump sum 
payments are often made to permit adaptation to new conditions, 
when survivors are not, for some reason, entitled to pensions. 

Benefits 

Conditions of Grant : Qualifying Period 
Amongst the conditions necessary to be satisfied by the insured 
person for the award of pension benefits, that relating to the 
qualifying period is the most important. For old age pensions, 
the qualifying period serves to some extent the purpose of 
estabiishmg a certain ratio between the guaranteed benefits and 
the contributions, or of only preventmg the afibliation of persons 
who do not exercise an insurable profession as a genuine or more 
or less permanent means of livehhood In the case of invalidity 
and premature death, the qualifying period is important as a 
means of ehminatmg bad risks, especially those individuals who 
enter insurable employment only as a matter of form, actually 
as early -candidates for one or other of the pensions. The 
qualifying penod for mvahdity or survivors' pensions vanes from 
two to five years. In Russia it is made dependent on the age 
which the invalidity begins: under 20— ml ; 20-25—2 years ; 
25-BO— 3* years ; 30-40 — 5 years , 40-50—7 years ; over 50 — 
^8 years. In Sweden alone no quahfying period exists, since one 
^part„of benefits corresponds to contnbutions paid, the other 
'being paid only in case of need. The qualifying penod for old 
age pensions is in many cases much longer, bemg 10 to 15, 
or even 25 years, since this pension is regarded as a benefit to 
be earned rather than as an indemmty to be insured for. Obliga- 
'tion to complete the period may therefore be waived without 
difficulty where the guaranteed benefits correspond exactly to the 
value acquired by- the paid-up contnbutions. 

- Further, in aU the three t^^es of pensions, sufficient regularity 
must be maintained in the payment of contributions, not m^ly 
^as a proof of continuing genuineness of the employed status 
^'of the insured person, but also as a factor in keeping up th^t 
'average level of contribution-income, Which is postulated by the 
'benefits prormsed. The irregularity ip payment, if due to proved^ 
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sickness, involuntary unemployment or military^ ser\'icc, is excused 
in an increasing number of countnes. Although regularity of 
contnbutions is an important factor for the retention of the 
insured status required by the completion of the qualifying period, 
any sort of penalisation for irregularity in payments is not 
common Actual provisions on the point vary a great deal. In 
some cases the status is retained conditionally on payment of 
contnbutions dunng the penod immediately preceding materiali- 
sation of the nsk In Germany, maintenance of rights is 
conditional on pa\ment of at lea^it twenty weekly contnbutions 
for each period of tw*o veara raised to forty, if the injured person 
has been in compulsory insurance for less than sixty weeks and 
contribute- under \oluntar5’ oi continued insurance Provision 
1- often made for rejoining lo.-t status by the completion of a 
fresh qualifying period There is free cover allowed to an insured 
person after his voluntary retirement from insurable employment, 
e g , Czechosio\akia, 18 months , Germany, a third of the period 
of paid contnbutions 

Wttkdrajjial from Employment 

In the case of old age pensions, withdrawal from insurable 
employment may appear to be an implied condition for the award 
of old age pensions. However, such a provision is typically 
found only in occupational or salaned employee's schemes, with 
a view to facilitating the retirement of the aged members, whkrx 
schemes therefore pay comparatively ample pensions In tlie 
ease of schemes for employed persons generally or manual workers, 
^uch a condition has been imposed only in the U.S A and 
Czechoslovakia. A much higher pension is awarded in France and 
Rumania, if the beneficiary give^ up his employment In the 
majority of schemes retirement i- not insisted upon, since the 
old age pension^ arc hardly high enough even for subsistence, 
and the proportion of pensioners able to retain their employment 
is ver\^ small 

SurvVijOi^' CondiUoiii, 

In the case of survi\or»’ pensions, the survivors have to satisfy 
certain conditions. The widow and the minor children are of 
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course the mam beneficiaries, — ^numerous laws recognise even the 
widower as a beneficiaiy if he has been in fact supported by 
his deceased wife. Provisions for the inclusion of other survivors 
like brothers and sisters, parents, etc , in the category of 
beneficiaries vary The essential condition is, obviously, that all 
the survivors must have been dependent on the deceased, while 
m the case of the widow and children a state of their joint 
dependency with respect to the insured person is often assumed, 
proof of such state may have to be tendered m the case of 
other survivors. The chief differences among the schemes consists 
in the varying stringency of the condition of dependency to be 
fulfilled by widows. In most of the schemes for employed persons 
or manual workers, a widow is pensionable only if she has 
children to support, or if she is an invalid, or if and when she 
reaches the age of 65, (50 in New Zealand) It is only in Great 
Britain and Belgium that a widow is entitled to a pension 
unconditionally. Conditions relating to date of marriage are often 
laid down to prevent establishment of pension rights by a 
marriage that might only be a speculation on the worker's early 
death — ^the condition generally is that it must be prior to the 
date at which the husband reached a particular specified age or 
at which he was recognised to be mvahd or granted an old 
age pension. The age up to which pensions are paid for children 
and orphans is in most countnes higher than the school leaving 
age or the minimum age for entering employment and an increas- 
ing number of schemes allow prolongation of the penod ot 
pensions by two or three years in order to enable the children 
to complete their education or tr aining. 

^ Provisions are often made for IforfdixireJ suspension and lapse 
of right, total or partial, to benefit in events like the foUowmg. 
(1) the event insured against occumng as the result of the person's 
wilful conduct ; attempt to defraud the insurance institutio n ; (2) 
when right to benefit accrues from several insured events occur- 
ring ; (B) possession of an income exceeding specified limits- 
means linait — ^not very common ; (4) disappearance of circum- 
stances for which the pension was granted, e.g., removal of 
invalidity, widow's remarriage ; (5) maintenance of beneficiary 
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at public expense ; (6) failure to satisfy conditions to nationality 
or residence in the country. 

Form and Period of Payment 

The cash benefits of invalidity, old age and survivors’^ insurance 
are of course essentially pensions. Lump sum payments are rare 
—awarded, if at all, as funeral benefits, or in commutation of 
pensions, as dowries to wnmen leaving insurance or marriage, 
refund of contributions in some cases, etc. As for the duration 
of the different benefits, the old age pension ia a life annuity. 
The invalidity pension may belong to one of the following three 
types. (1) it may just be a continuation of the exhaustive 
sickness benefit, so given in expectation of recovery , (2) the 
pension may be avrarded subject to periodical review and medical 
examination to take account of possible improvement , or (3) 
the mvahdity pension may be given as a life annuity, if from 
the outset no chance of recovery is to be seen. In the case of 
:iUr\ Ivors pensions, widows’ pensions cease on remarriage, and 
may also be suspended dunng the penod between the termination 
of the youngest child’s pension and the widow’s attainment of 
the pensionable age, since in many countries widows are entitled 
to pension only if they have minor children to support. Persons 
widows' children continue until the orphan or 
the child reaches the age at which he is deemed to be able to 
support himself 

Amount of Cash Benefit 

The amount of cash benefit depends upon the method of its 
comj^nsation, which in turn depends upon the purpose that 
the insurance benefit is desired to serve. The object may be 
(1) to provide a certain standard of living unconnected with his 
previous wages, (2) to provide the worker something of his old 
standard, or (8) merely to pay back as benefit amount depending 
upon what has^ been contributed. The first two objects have 
already been discussed in connection with sickness insurance.* 

• stressed only in pension insurance, which has 

in it the ins urance element predominantly, so that the rate 

•Sec Chap III 
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^nd duration of the contributions are important factors. Advan- 
tages and disadvantages of giving fixed benefits at flat rates, 
in accordance with the first object of insurance mentioned above, 
and those of benefits varying vnth actual wage loss, according 
to the second object mentioned above, have already been dis- 
cussed. The system of awarding benefits varying with the length 
of contribution period (and perhaps its rate), is suited parhc^arly 
to the old age pensions, smce old age is a risk that materializes 
regularly, the pensionable age being fixed, as contrasted with 
invalidity and premature death. Old age insurance is then some- 
what in the nature of a saving scheme — of course, " insurance ” 
in fact is itself a form of saving. 

Both the contribution period and wages may influence to some 
extent the computation of benefits under pension insurance the 
extent depending on the method of computation adopted. The 
wages taken into account may be the final wages of the average 
wage during the period of insurance, and may be the actual 
wage or approximate wage from the wage-class. The effect of 
the “ contnbution period ” factor varies according to tiie amount 
pf the contnbution, ^nd_ also according to the length of time 
during which it may accumulate at interest. For example, at 
the rate allowed by the French National Old Age Pension Fund, 
the pension produced at the age of 60 by a given contribution 
as five times as great when the contnbution is paid between 
20-21, as when it is paid between 49-50. In Germany, in the 
miners’ scheme, less weight is riven to the earliest contribution-, 
(usually based on low earnings); and most weight to those based 
on -wages at -the. tune of fullest occupational activity The j’oiiit 
effect' of the amoimt of the contnbutions and the time of their 
.payment is broadly such that at first it increases then it is 
stationary for certain time and finally decreases. 

; ‘ The- majority of the pension insurance schemes* for wage- 
earners or employed persons generally provide for a composite 
^praision consisting of two parts: a basic sum, plus a supplement. 
••The ba^' mm, due to every claimant who has completed the 
qaafifysig -period, may be uniform for all pensions, as in 

' ' "'■'For deiirf^^lUassification of national schemes in respect of computation 
of cSisli'biB^fcSi see LL.O.. Scries M, No 10, op. cit., pp. 215-19. 
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Germany, or be a fraction of the average wage for the individual, 
aa in the U S.A, The supplement consists of a fraction of the 
total contnbutions paid m respect of the individual in the course 
of his insurance career, the contnbution itself being a percentage 
of his wages. The entire pension is thus a combined result of 
two modes of thnft: the basic sum being provided by the 
'' insurance ” method and the supplement by saving. In spite 
of the soundness of the idea of such a composite pension, in 
reality the basic sum is far below the subsistence level and in 
most countries as many thirty years' working life bnngs 
the pension to a not unsubstantial amount, viz , 40 to 50 per 
cent of average earnings 

The conception of the purpose of compulsory^ inaurance that 
a certain standard of living ought to be provided without any 
reference to the actual wages earned has predominated in GreaJ 
Bntain, where pensions are awarded at flat rates uniformly, 
without any connection with the number of contnbutions paid, 
while the contnbutions themselves are fixed and are independent 
of wages. These benefits too are below' subsistence level, but 
it IS interesting to note that they were higher than the average 
pid by the German scheme, in 1931 Great Britain m 1940, 
introduced supplementary pensions to brmg up the total amount 
of pension to the minimum subsistence level Sweden and 
Finland have a similar structure of benefits. In Denmark and 
New Zealand, a pension sufficient in itself for existence is provided 
and IS paid in its entirety to persons of limited means ; but is 
reduced in other cases 

As to the problem of adapting pensions to the changing cost 
'of living, in general no positive provision has been made for 
such adjustment, except m Denmark The general tendency 
has been to effect temporary alterations by temporary ad hoc 
legislation, if necessary, with the help of subsidies Ne\ertheles?, 
the Polish manual workers’ scheme of 1933 has provided an 
adaptation of the basic sum to the changes in the general level 
of wages A Bill under consiideration by the Chilean Congress 
in 1941 (perhaps by now made into law) sought to apply the 
idea of a flexible basic sum even to pension already begun.* 

* 1 L O , Senes M, No 18» op. cit , p 59 
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According to the Bill, the minimum pension is to vary in specified 
manner with the individual wages durmg the last sixty months 
of insurance, but is never to be less than a specified proportion 
of the general average wage of all contnbutmg members during 
the immediately preceding year. 

It has to be noted that the pension rates for the three con- 
tingencies are necessarily inter-dependent. The invalidity pension 
should preferably be less than, or at least not greater than, the 
old age pension subistituted for it when the pensionable age is 
reached. In some schemes like those of New Zealand, Great 
Britain, the two pensions are almost equal The German method, 
however, has proved a popular precedent and most schemes 
provide for an invalidity pension which, starting from a minimum 
substantially lower than the normal old age pension, gradually 
approximates to the latter m proportion to the time spent in 
insurance, and becomes exactly equal to the old age pension 
when the pensionable age is reached. Survivors’ pensions are 
general!}^ calculated with reference to the pension which the 
deceased was receiving or to which he would have been entitled 
if he had been an mvahd at the date of his death The maximum 
for survivors’ pensions is so fixed that they cannot exceed the 
corresponding invalidity or old age pension 

Benefits in kind in the form of medical assistance are important 
in pension insurance, not merely as curati\^e measures and 
treatment, but more particularly as preventive measures systemat- 
ically designed to combat the illness prevalent among the 
classes of population, whose means of livelihood arc only limited. 
Insurance institutions often assign a specific object to their 
activities, that of restonng earning capacity and preventing or 
at least retarding invalidity* 

Medical Benefit 

The persons that are entitled to medical benefit are of three 
types: the insured persons, pensioners and the dependants. 
The insured persons are generally also entitled to medical benefit 
from the sickness insurance institution but help by the invalidity 
fund is important especially when sickness benefit is exhausted 
—of cour^ in Great Britain no such distinction is made. As 
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for the pensioners there exists in many cases a possibility of 
removing, or at least mitigating by suitable treatment, the 
infirmity on account of which pension was originally granted. 
Even otherwise the benefits in kind can be of great use to any 
pensioners in case of need whether they draw invalidity, old 
age or survivors' pensions. Certain laws extended the medical 
benefits also to the dependants of the insured person. 

Provision is made for preventive care and curative treatment 
in most schemes of invalidity pensions Periodical medical 
examinations have been attempted only m Chile. Co-operation, 
in the work of detection of disea'^es on a local basis has been 
found very useful between sickness insurance institutions and 
invalidity in'^urance funds, where these two exist separately. 
The sickness insurance fund l^ause of its close touch with its 
members, can give a regular account of their state of health. 
It must in fact notify to the invalidity insurance fund all cases 
of Specific diseases or complaints which if prolonged beyond a 
tyrtain period may eventually produce invalidity. Invalidity 
insurance institution^ can have their own clinics for diagnosis 
and treatment or can have them in common with the sickness 
insurance funds. In Great Britain only the general practitioner's 
treatment is granted by law In France insurance covers the 
cost of general and special medical attendance, pharmaceutical 
expenses, supply of apphances, treatment in a hospital or on 
curative establishment, and the expenses of conveyance and, 
if n^essaiy, surgical treatment. Generally the duration of the 
medical assistance provided by invalidity insurance institutions 
is not limited. In Germany and some other countries, the 
nature of treatment, etc., is left to the discretion of the insurance 
institutions. 

As for the organisation of the medical service, the invalidity 
fund may either have recourse to the sickness fund or may 
organise a medical service of its own. Whenever invalidity funds 
render assistance to persons who have not yet exhausted their 
sickness insurance rights, the sickness fund "has to refund the 
ppenses. In some countries like Germany, the mvaKdity 
insutynce funds have set up their own medical institutions like 
nurring homes, clinics, centres for specialist tareatment and 
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convalescent homes. The insurance institutions also pay atfcesntioa 
to things hke development of medical equipment, education in 
hygiene, etc., etc 


Organisation 

Insurance Instituttons 

The- great variety of msurance institutions which is encountered 
in the workmen's compensation schemes and more particularly 
in sickness insurance scheme is not to be found to the same 
degree in the field of compulsory invalidity, old age and survivors' 
insurance, for reasons which proceed from the very nature of 
the risks covered. The private company and the fnendly society 
pky an important part only in certain few countries like Great 
Britain, Insh Free State and some American States. Even in 
Great Britam and Insh Free State, pnvate conqianies ' and 
friendly societies do not, except in the ease of invadidity 
insurance, play any part in pension insurance as contrasted' with 
sickness insurance. In Germany and -Spam private companies 
are allowed to participate for the purpose of providing additional 
insurance. The principal- type of institntion to be found in the 
ifiaprity of the conntnes is a fund of legal origm, bemg either 
an independent public institution or a State insurance fund. 
In any case, the basis of orgamsation is either occupahonai or 
to§tori£il (and inter-occupational). While in some countries like 
l^Bi^nia and Russia, State funds constitute the sole type of 
insuter, in some other countries, they may be only, one though 
predominant, of several institutions. 

. BefoK pension insurance was made compulsory, there existed 
retirement funds for pubhc servants, employers of large and 
slaHe undertakings like railways, and for miners and seamen. 
The ideas of these occupational or establishment funds have influ- 
enced largely the general schemes for manual workers or employed 
persons. Autonomous or democratic government of the insurance 
institutions is less marked in pension insurance than in sickness 
insuraB&, perhaps because of the weak or almost non-existent 
iiaditioii'in this respect for tiie newly created p^aon institutions. 
StSl, most ^neral schemes are administered with fee partfcipqtioa 



mmmn msuEAHCE 


m 


of repmseatatives of employers and workers — since the nght of 
beinf represented corresponds to the duty of contribirting. 
Se|Hesentative government, though partial, does sure maintam 
tihe confidence of the contributing parties in the beneficial nahro 
and financial policy of the institution. 

In several European countries, pension insurance in ifB 
organisation has a single national institution for the mai^ 
workers, one smaller fund each for salaried em|feyees, nriners, 
satinen and raiiwaymen and a number of establishment funds. 
Ifew, pension insurance providing adequate benefits in the case 
of old age, invalidity and premature death is costly and the 
general schemes for manual workers offer benefits which represent 
hardly more than a bare minimum of subsistence Groups with 
higher salaries can make better provision for themselves thggn 
what a general scheme intended mainly for manual workers corid 
offer. In many cases therefore these groups have their owu 
pension funds which also emphasize the social class, and these 
have continued to exist side b}’ side with the general scheme. 
Their members are oscempted from insurance under the gei^ral 
scheme, if those funds are of statutorj^ origin or offer benefits 
that are at least equivalent to those provided by the general 
scheme. Though in countries with numerous “established funds, 
amalgamations have' often taken place recently, a general 
tendency to concentrate the whole of pension insurance in one 
scheme is not to be much seen. The State subsidises the genarai 
scheme onty. In pension insurance elaborate rules have to be 
made for transfer from one scheme to another, with the person, 
of the actuarial reserve for bis accuring nghts, or else the several 
institutions concerned are required to share in a Joint pension 
when the claim matures. 

The formation of the insurance institutions is governed bv 
almost the same considerations, as in sickness insurance. They 
may be formed by a public authority, by private initiative or 
by the State. In most coiintnes, pension insurance has been 
centralised from the outset, the State having created a single 
national institution to administer it , and the reason is that the 
payment of pensions to invalids, the aged and the survivors 
requites a large body of insured persons in order that the mass 
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of risks should yield an even '' claims experience and financial 
security may be ensured with a large accumulation of capital 
to cover accruing and accrued pension rights. The existence of 
funds founded on pnvate initiative is precanous, except in a few 
countries, so far as the general workers' schemes are considered 
For formation of institutions on private initiative conditions like 
a certain minimum membership, absence of the profit element, 
minimum amount of capital are laid down. Such funds on 
formation have to get legal approval and legal status. The insur- 
ance institutions may belong to any of the three types, viz., an 
account, an establishment, or a society. An insurance account is 
administered by the State, but the moneys are separate from the 
general finances of the State (eg., “ Pension Accounts ” of Great 
Britain) An insurance estabhshment is an institution created 
by the State, It has its own administrative machinery, budget 
and moneys, separate from those of the State (e.g., the regional 
insurance institutions Germany). An insuraiK:e society is 
a body, as a rule founded by private imtiative and then endowed 
with the privileged legal status,— administering mainly the 
salaried employees' schemes 

As for the membership of the institutions, one of the two 
systems may be followed system of compulsory affiliation and 
that of subsidiary' compulsory affiliation According to the first, 
the persons liable to insurance are obliged to join a particular 
institution as required by law which either provides a single 
institution or prescribes definitely the jurisdiction of each in 
respect of persons insurable. This system is useful inasmuch 
as it gives greater certainty to actuarial forecasts, secures a 
proper averaging of the risks covered by each institution and 
enables administration to be simplified. This system has been 
adopted in numerous countries including Chile, Australia, 
Germany, and Russia According to the second system, the 
person liable to insurance can choose an insurance institution 
for his risk, in the case of failure to exercise which nght, he 
becomes automatically affiliated to one institution or the other 
in accordance with law. 

As already stated. State administration is found only in few 
- schemes including those of Chile, Denmark, Great Britain (where 
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approved societies also play a small part). Most schemes are 
administered with the participation of representatives of workers 
and employers \Mien managed entirely by the State, the 
administrative body is a public service directed by a civil servant 
and m the last resort by a Minister In all other cases, whether 
the admimstration is by self-government alone or combined 
with the State, management is entnisted to a senes of bodies 
like the general body, governing body, directorate, financial or 
supervisor^' committee, etc 

Other questions connected with insurance institutions are those 
of federation and supervision Apart from all the advantages 
of a federation, discussed ahead}’ m connection with sickness 
insurance, one is most important for pension insurance and that 
IS reinsurance of nsks The question of supervision also need 
not be considered here in detail again Supervision may relate 
to the legality or the expediency of the administrative action of 
insurance institutions Action may be taken by the supervisory 
bodies, wncrc kgalitv’ is concerned, m accordance with law, 
where expediency is concerned Actions of a certain kind may 
be expressly re-erv’ed for the approval of the supervisory bodies 
Supervision is exercised by means of calling for information, 
inspection and review. 

Transitional Schemes 

The question of transitional schemes may be briefly mentioned 
here.* At the time of the introduction of compulsory insurance, 
there are many workers who through no fault on their part, 
have to be excluded from the scope of the compulsory scheme. 
These persons, the disabled or those w’ho have passed ihe age 
limit for entry into insurance, cannot be blamed for the non- 
existence of an insurance scheme during their work life. In the 
transitional schemes for such persons, the risk of inv^alid is rarely 
cov’ered . the cash benefit consists of a fixed sum, not generally 
dependent on wages or on length of employment 

Some Observations 

The pubhc demand for pension insurance and proiiection is 

* For details, see I L O , Series M No 10, op cit , Part VI 

8 
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generally wider and stronger than for sickness, but pension 
protection is difficult to furnish because of the very high imme- 
diate cost. The State has generally tried to widen the scope 
of pension insurance as far as possible Almost all schemes 
ofier voluntary msurance for those outside the scope of compul- 
sory insurance. Agnculture deserves to be included m the scope 
of pension insurance, because the difficulties that the extension 
to agnculture of sickness insurance mvolved ate not so important 
m pension insurance. As to the pensionable age, in recent years, 
its reduction to 60 from 65 has been generally demanded as a 
means of reheving labour market especially in the depression 
penods , but considerations of cost have resulted into the rejec- 
tion of the proposal In fact, m some countnes (especially, the 
Latm Amencan) the mounting pension expenditure has caused 
the age to be raised from 60 to 65 m the schemes recently 
introduced Actually, there is always pressure to vary the 
pensionable age with the state of employment in the country. 
The great problem of pension insurance has been securing of 
benefits adequate for subsistence The mvahdity pensions in 
schemes for manual workers are generally quite insufficient for 
maintenance, unless invalidity sets m late in middle hfe The 
old age pensions, after thirty years or more of msurance, just 
approach the standard of adequacy for maintenance The root 
of the problem is, in every country, financial the great cost 
of adequate pensions, and the great difficulty, pohtical as well 
as economic, in meeting that cost The only solution to this 
ever-existing problem, apart from improvements in the technique, 
seems to be the supplementing of the pension benefits by 
assistance schemes, put systematically on a permanent footing 
The provision for dependants' allowances or family allowances in 
the form of bonuses in an increasing number of countries to 
reheve the scanty nature of invalidity and old age pensions, 
is welcome 



CHAPTER V 

UNEMPLOYMENT INSURANCE 

U nemployme7it 

U NEMPLOYMENT, the outstanding economic and social prob- 
lem which any industrialised country^ has had to face during 
the twentieth century, is the latest addition to the risks covered 
by compulsoiy social insurance It has been, with the signi- 
ficant exception of the years dunng the war of 1914-18 and the 
present war, a chronic disease of industry", a running sore m 
the body pohtic. It is, perhaps, as William Bevendge prefers 
to call it,* not a disease, but a s^nnptom of one or more several 
distinct diseases comparable with a high temperature arising 
from vanous causes But for these periods, never has 
capitalism been able to offer anything approaching full employ- 
ment of the labour resources of the nation despite aU manner 
of schemes and devices advocated as remedies for this sovereign 
ill Unemplo}ment has been inherent in the mdustnal process, 
the inevitable concomitant of the factory system and an acqui- 
sifive society With its paradox of '' starvation amidst 

plenty/’ it has presented the greatest challenge to the existing 
social order 

The past two decades have witnessed a radical change in the 
attitude towards unemployment Hitherto it was commonly 
alleged, especially by the ^tter-off classes who were not subject 
to its miseries, that unemployment w"as caused either by a 
reluctance to work or by some moral delect or some vocational 
incapacity on the part of its victims The myth that unemploy- 
ment is only a form of industrial malingering, that all who really 
w^anted work could find it if they tried hard enough, has been 
exploded The accepted view today is that unemployment is not 
a problem of individual character, but one of industrial organisa- 
tion, a view that has been very ably expounded by Sir ’\^lliam 
Bevendge in his book significantly entitled, Unemployment, A 
Problem of Industry. 

. ♦ Causes and Cures of Unemployment, by William Bevendge, p 50. 

ns 
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Unemployment may be termed the “ shadow side of economic " 
progress for an unemployed person is one who, despite his 
willingness and capacity to work, is unable to do so for reasons 
inherent m the organisation of commodity production In other 
words, unemployment is a condition of the labour market m 
w^hich the supply of labour powder is greater than the number of 
available openings. The extent of unemployment, especially 
since the last war, has been serious For instance, in the pre- 
war period the margin of unemployment in England varied from 
2 per cent , even at the height of industrial prosperity, to 12 per 
cent in times of economic depression. Since the conclusion of 
the war, however, unemployment has assumed much more 
alarming proportions in many countries of the w^orld. At the 
beginning of 1932, there w’ere at least 25,000,000 unemployed in 
Europe and America, and this total was at least four times as 
great as the total three years before ’ ' f Mass unemployment is 
a pecuiianty of modern capitalist economy with its extreme divi- 
sion of labour, its method of production, distribution and income ' 
accumulation, all conditioned by the mechanism of price, profit 
and the market dominating the productive process. 

Unemployment may be distinguished as unemployment in 
particular trades and that of a more general character affecting 
many trades and several countnes simultaneously As regards 
the former, there are certain seasonal trades such as agriculture, 
building, cotton-gmnmg and fishing, in which demand for labour 
is also naturally seasonal During certain periods of the year 
the workers in the seasonal trades find themselves out of then 
regular work. Such seasonal unemployment recurs regularly 
Unemployment of a general character affecting several industries 
in a number of countries simultaneously, known as cyclical un- 
employment, results from widespread periodic movements of 
trade depressions which alternate with busmess prosperity, in 
almost a rhythm that has m recent years shown a marked ten- 
dency to shorten. Various theories have been put forward from 
time to time by economists The physical or the sun-spot'* 

* Insurance against Unemployment, by Joseph Cohen 

t G. D, H. Cole, The Intelligent Man* s Guide Through World Chaos, p. 331. 
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theoiy, worked out by Jevons on the suggestions oi the astro^ 
nomer Sir Wiiham Herschel, tries to establish connections between 
the appearance of sun-spots with climauc condiuons affecting 
meteorological conditions and through them harvests, these m 
turn affectmg ultimately the productivity and purchasmg powers 
of the world. The psychological theory, supported amongst 
others by Pigou and Marshall, regards industrial prospenty and 
depressions as htde else man rejections of rh^thimc movements 
of elation and dejection of the human mind. According to the 
monetary theory^ abl}, propounded b} Haw trey, the defective 
working of the monetary and banking structure in respect of 
credit puts our system out of gear from time to time. Hobson 
with his under-consumption {over-sa\ mgj theoiy^ argues that m 
our present economic orgamsation wages lag behmd pnees, and 
therefore when trade is expanding and prices are nsing, business 
profits mcrease faster than wages, resulting m over-saving and 
over-investment (especially in the basic tradcb), the demand from 
the great mass of consumers lagging behind. Of these theones, 
the psychological one doubtless contains an element of truth, but 
at the same time one has to go behind these mental phenomena. 
Money and credit are also important, though not the sole, factors 
underiymg the trade cycles. There is thus no single ali-embracmg 
explanation of the trade cycle and the cychcai unemployment 
following in its wake. 

Apart from the cychcai or seasonal unemployment, w’e have 
w^hat may be appropriately termed ‘‘ normal '' unemployment. 
Unemplo 3 mient is a condition created by, and inherent in, an 
economic system based on free enterpnse The unemployment 
problem m its present fonn is a special product of the industnal 
revolution Industiy^ needs a reserve of labour to draw upon at 
wall Ideally, when business is prosperous, the reserv'e is small, 
and should be reduced to httle more than workers passing from 
one job to another Dunng a depression, how^ever, the reserve 
mounts up The normal unemployment is often about 2 per 
cent Pigou describes it as an intractable minimum below' 
which the percentage of unemployment never falls'*. Bevendge 
calls it ''an irreducible mimmum of unemployment A closer 
examination of the nature of this normal unemployment shows 
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that it represents mainly incessant loss of tone now by some 
agam by others of a much greater number of men, each of whom 
on the whole gets a fair amount of employment.* 'Men out of 
work on any day are only that day's sample of the labour 
reserve. This normal unemployment sometimes swells owing to 
factors, apart from cyclical fluctuations, like loss of foreign 
markets, or new inventions through technological advance whereby 
entire branches of mdustry may be condemned to rapid decay, 
and workers to chronic idleness. 

Its results 

The adverse effects — social, economic and political — of un- 
employment are obvious. To the labourer unemployment is his 
gravest and most appalhng pmblem. It is the paramount evil 
in his hfe. His hvelihood, his savings, his belongings, the happi- 
ness of his household and all he chenshes are continually 
threatened by this Damocles' sword, which, at any moment and 
for reasons over which he has no control, may fall on and reduce 
him to penuiy. Homes may be broken up and huge armies of 
homeless children may arise, resultmg m physical and even moral 
degeneration and decay. Unemplo}ment is not only a barometer 
of economic well-bemg but also a measure of the social burden 
of labour. 

Struggle against unemployment 

The struggle agamst unemployment — to reduce unemplo3mient 
or to mitigate its effects — ^has taken many forms as indicated by 
the vanous causes of unemployment. Employment exchanges 
have been created to facihtate placement of workers, thereby 
tending to promote mobihty of labour. So far as unemployment 
is due to cyclical fluctuations, preventive measures are not easy 
to suggest, although better monetary and credit policies and 
systems, a better adjustment between production and consump- 
tion, etc , should help In the U S.A., measures to stabihse 
industry were promoted in the hope of regulansation of employ- 
ment. Public works have been timed to provide emplo3nnent at 
crucial periods. Unemplo3nnent arismg from fundamental struc- 
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turai changes in industry, and from certain personal limitations, 
calls for sloll m placement, vocahonai counsel, and trade trammg 
or re-education. In ail cases, help has been provided by public 
rehef and chanty, though it has often proved inadequate. 

Unemployment msurance has played and is playing a part of , 
growing importance m giving relief to the unemployed in countries 
like Great Britain and Germany. Though not a perfect panacea, 
it has proved a valuable weapon far more useful than public 
rehef or charity. Despite its domimptiy ameliorative purpose, 
unemployment msurance, as operated m many countries now, has 
certain preventive features : Its usual correlation with a system 
of pubhc employment e.xchanges has made for a better organisa- 
tion of the labour market and has served to cut down preventible 
unemployment Less directly a system of regulated benefits has 
helped to prevent the undercutting of the wage-standards of the 
employed and has contributed towards the maintenance of pur- 
chasmg power One constructive feature is the provision of ade- 
quate statistical data as to the nature and incidence of unemploy- 
ment. In short the supply of labour has been rendered more 
capable of folio^Mng and waiting for the demand — of following 
the demand through the labour market orgaiusation, of waitmg 
for it through insurance. 

Growth of Unemployment Insurance 

As m other types of social msurance, the origin of unemploy- 
ment insurance is to be found in the benefits systems established 
by the trade unions, early in the nineteenth century, along with 
a correlated system of placement service. However the efiorts 
of the trade unions had only a limited scope, m the earlier stages,^ 
because trade umons consisted mainly of skilled workers — awhile 
the unorganised mass of workmg population, commonly the lowest 
paid and the most insecure, was left to resort to poor relief — 
m the later stages, even when trade umomsm spread to larger 
sections of factory and other workers, because the trade unions 
then concentrated more on division of w’ork in slack times than 
on relief on account of paucity of funds. In the last decade of the 
nineteenth century^ the catastrophic rise in unemployment brought 
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about governmental participation in unemployment funds on a 
municipal basis mainiy through subsidies to existing trade union 
funds. 

Unemplo 3 nnent insurance was first mtroduced on a voluntary 
basis m 1901 in the Belgian city of Ghent. The Ghent plan was 
in essence a system of pubhc subsidies to trade umon funds, with 
some measure of public control over the admimstration. Member- 
ship was in principle open to all individuals. Employers were 
not required to contribute.^ This plan was copied m many Euro- 
pean countnes, and at the outbreak of the last war, membership 
of such funds was as follows* : 


Denmark 

Norway 

e^Belgium 

France 


Percentage of trade 
union 

membership 
86 
514 
62 2 
22 6 


Percentage of the 
total wage-earning 
population 
56.1 
20.6 
71 
.04 


It has to be noted that the last two countries are the more 
highly industrialised countnes, necessarily havmg a far greater 
proportion of wage-earners in their population 
Great Bntain was the first country to introduce a scheme of 
compulsory unemployment insurance (1911) The Bntish plan, 
when it ^gan operating, applied to about 2,500,000 workers, 
several times as many as were covered by all pubhc voluntary 
schemes in other countnes. In 1933, out of 42,000,000 insured 
persons covered by all unemployment insurance plans put together, 
38,000,000 were in Great Britain Germany, ''the classic land 
of social insurance," entered this field as late as 1927 This 
tardiness is attnbutable to various factors hke the following 
existence in the pre-war period of well-estabhshed trade union 
benefits often combined with municipal subsidies , in the post- 
war penod unemployment was comparatively low and afterwards 
the inflation absorbed the unemployed After mne years of 
experimentation it was realised that compulsory unemployment 
insurance must replace rehef. Russia enacted a comprehensive 
ccHupulsory scheme in 1922, but suspended it m 19^ on the 


* Encyclopaedia of Social Sciences, Vol XV. 
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ground that there was no unemployment m the U.S.S.R, In the 
U S.A adoption of compulsoiy unemployment insurance was 
opposed in the begmnmg, not because unemployment was low, 
but because both the structure of the Government and the 
character of public opinion operated against the acceptance of 
the idea of unemployment insurance. It is only m the last ten 
or twelve years that this attitude towards unemployment assur- 
ance has changed m the U.S.A. By 1941, compulsory insurance 
was adopted m about a dozen countries, while a somewhat 
smaller number were still experimenting with a subsidised volun- 
tary insurance usmg trade unions as their agencies, roughly along 
the imes of the Ghent plan Most of the schemes of compulsory 
unemplo3nnent msuramce known to be m force at the present time 
have been estabhshed very recently or reformed within the last 
few years— Canada (1940), Great Britain (1935 and 1940), Italy 
(1939), New Zealand (1938), Norway (1939), South Ainca (1937), 
Umted States (i935-40).* 


Scope ^ 

With regard to the cntenon which in practice defines the scope 
of unemployment insurance, there is a close analogy between 
unemplo3n]Qent insurance and w^orkmen’s compensation, viz , in 
both cases the scheme by hypothesis can cover only employed 
persons. Unhke sickness insurance or pension insurance, the 
question of popular insurance or “ national insurance does 
not arise here. Compulsory unemployment insurance, however, 
has not attained as wide an application as workmen’s compensa- 
tion has, in the small number of countnes that have introduced 
it. The reasons are obvious : unemplo3nnent insurance is only 
a recent and much later development and has no such imperative 
principle as that of emplo}ers’ iiabihty to support it. 

Industry and Commerce Only 

Compulsory unemployment insurance covers in the countnes 
in which it has been introduced persons employed in industry 


* I.L O Approaches to Social Security, M 18 (1942), p 62 
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and commerce. In Great Bntain now about 15 million persons 
are compulsorily covered.* Agnculture has been excluded every- 
where, except in Great Britain, which mtroduced a special scheme 
for farm labour in 1936. In Germany they were included up to 
the spnng of 1933 — ^their later exclusion was the result of efforts 
to cut down the habihty of unemployment funds under pressure 
of heavy unempio3niient. f The exclusion of agnculture is not 
attributable to the same reasons in all countnes. In the Amencan 
schemes, it is mamly due to pohtical reasons. In general, the 
exclusion of farm lateur appears to be due to_^ thre e factors : The 
opinion is widely held that there is little unemployment in agri- 
culture and that employment in it is relatively steady. Much of 
agricultural employment being normally of a seasonal or casual 
nature — gives nse to two consequences, viz , agricultural employ- 
ment is not in many cases perhaps the chief means of hvehhood' 
of those who engage in it , also die administrative difficulties are 
considerable in the case of seasonal workers hired during the 
harvest season by a number of perhaps widely diffused employers 
Lastly, the number of farm labourers in proportion to the number 
of emplo 5 dng farmers is often comparatively small As already 
stated, Great Bntain introduced a special agncultural scheme in 
1936. It applies to all persons employed under a contract of 
service in agnculture, horticulture and forestry. The general 
list of excepted employments, which are not insurable under the 
main scheme, apphes here also where appropnate, with the addi- 
tion of the following * employed persons beanng specified relation- 
ship to their employers Employment in certam agncultural 
operations is not insurable under die scheme m cases where it is 
not insurable under the health and pensions scheme. Pnvate 
gardeners are included f 

There are a number of other excepted employments Domestic 
sermce is excluded specifically in Austna, Great Bntain, Irish 
Free State and Italy Germany joined this group of countnes 
by excluding domestic servants from 1933, for much the same 
reasons as those underlying the exclusion of farm labour. Factors 

* Social Security — Ed Robson, p. 113 

t Bncyclopaedta of Social Sciences, Vol. XV 

{ Percy Cohen, Unemployment Insurance and Assistance tn Great Britain 
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for exclusion are political m America and in general, they are the 
administrative difSculties There seems to be httle unemployment 
amongst the domestic servants of whom in a number of cases there 
IS a relative scarcity rather than a surplus On grounds of 
expediency, the solution should be to exempt domestic service in 
pnvate households, but to include those employed in commercial 
establishments such as hotels, restaurants, laundries, etc. Home 
Of contract workers are excluded m most countries. The main 
difficulty concemmg them is about the determmation of whether 
those who work m their homes on jobs put out to them are in 
fact unemployed, as also the determmation of the degree to 
which they are partially employed Government employees and 
school-teachers are generally exempted on the assumption that 
their occupations present a very low^ hazard of unemployment. 
Salaried employees getting a salary exceeding a specified maximum 
are exempted in all countnes In Great Bntam, non-manual 
workers earning more than £420 a year are exempted. In 
Germany, the limit is placed at 6,000 marks a year.* In Italy, 
persons drawing over 800 hre a month are exempted. 

Seasonal Workers 

The covenng of seasonal workers presents a tough problem 
m unemployment msurance Seasonal trades cannot obviously 
be ignored. The mam objections to their inclusion are two : 
seasonal workers tend to be compensated for their periodically 
recurring unemployment by higher wage rates when employed. 
Further, payment of benefits means in their case their receiving 
back again each year the money w’hich they previously paid m 
so that there is httle or no redistnbution of these sums l^tween 
individuals, and the system becomes merely a form of compulsory 
savmg With regard to these w'eighty points, it may be pointed 
out that it IS doubtful whether such allowances (as higher wages) 
are adequate for the general class of unskilled or semi-skilled 
workers. Such allowance has necessaniy to be an average one, 
superfluous for some, inadequate for others If a system of 
insurance is adopted such addition is needless, and only the needy 
persons get the benefits As to the second objection, it has to 

* Unemployment Insurance in Germany— M R Caroll (1929), p. 50. 
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be noted that the incidence of seasonal fluctuations is m general 
not distributed evenly over a group of workers m the form of 
reduced employment for all, but commonly affects mdmdual 
workers to a very diffenng degree, so that pa3niient of benefits 
is not m ail cases merely a return of what has been paid in as 
contnbutions. Further, for purposes of exclusion, it is not easy 
to identify the precise industries which should be included in 
any category of seasonal occupations, since such a characteristic 
is more or less a matter of degree. Another fact is that workers 
in seasonal trades are liable to suffer also from other causes of 
unemployment, e.g., trade cycles, technological improvements, 
changes in consumers’ demand, etc Exclusion will, therefore, 
mean an unsound assumption that the only causes for unemploy- 
ment in seasonal trades are seasonal fluctuations 

Seasonal workers are thus not generally specifically excluded ; 
but a restnction, found m all countnes, that arises out of the 
clauses which stipulate a certain previous period of emplo3mient 
in the industry or a definite number of contnbutions to the fund, 
in practice usually excludes seasonal workers In Germany, 
seasonal workers must have been employed for at least twenty-six 
weeks in their avowed occupations during the year preceding 
their registration as unemployed In Great Bntain, the seasonal 
worker must give proof that within each of the preceding two 
years he has been employed m some other insurable occupation 
during the off season or has a reasonable chance of being so 
employed * Seasonal workers are generally restncted to benefits 
dunrig the work season The best way seems to be to impose 
a longer waiting period for the pronouncedly seasonal trades, so 
that, amongst those unemployed due to seasonal factors, only 
those out of work for more than the average period will be 
protected as will also those thrown out of work owing to cychcal 
and technological factors Such a limitation has been used m 
Germany t and has much to commend it. 

The physiological conditions affecting the scope of unemploy- 
ment insurance relate to age and ability to work To be 
genumely unemployed, one must necessanly possess the capaciiy 

♦ Encyclopaedia of Social Sciences, Vol XV 

t M R. Caroll, Unemployment Insurance in Germany (1929), p 56 
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to work. As for the conditions relating to age, Germany and 
Great Bntam relate their noinimuin age requirement to the age 
when compulsory schoohng ceases — 14 years. In Great Britain, 
it a boy (or girl) continues education after the statutory’ school- 
leaving age, he or she can be sull credited with contnbuuons 
to the Unemployment Insurance Fund as follows ten contnbutioni 
for 12-18 months at school, fifteen for 18-24 months and twenty 
for 24 months or more.* In other countnes the minimum age 
vanes from 15 in Bulgaria, Finland and Italy to 18 m the case 
of Denmark and Queensland In Switzerland it \aries betw’een 
16 to 20 The upper age limit is often correlated with the year 
at which old age provision begins (60 or 65 j 

Risk Covered 

Tne risk co\erod b\ uneinplotmcnt insurance is the risk ot 
involuntary ancmplo}’ment. the inability of the able-bodied and 
the willing to hnd emplu^ment. The fact of tht insurability of 
unempknment a ri^k took a long time to be accepted , 
especiall} in the L" rated States, of America, the controversy raged 
for a considerable length of time 
Unemployment is a definite economic Hazard, resulting m 
measurable economic losses and human distress Like all other 
economic hazards, it may be provided for by means of the 
mechanism of insurance that distributes the losses, in ^pace, times 
and numbers Such provision for these losses and suffering, hke 
individual savings, pnvate philanthropy, public relief, etc , have 
proved inefficient or at least inadequate 

Insurability of the Risk 

It 13 w’orth while to examine bnefly how the unemployment 
risk IS insurable. Insurance is, as has already been remarked, 
a mechanism for reinforcement of losses sustained by some 
individuals included in a large group, all of whom are subject 
to the hazard of such losses but do not suffer such losses at the 
same time Our enquiry’ might be along the following hnes f 

• Soaal Security — Ed Robson, p 114 
t Annals of the American Academy, of Socal Insurance, p 43 
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What are the basic conditions necessary for successful operation 
of an instarance scheme ? What difficulties do they find in 
application to the nsk of unemployment ^ Is that the only field 
in which the difficulties arise ? 

In order that it may be insurable, a nsk must be predictable. 
It IS highly desirable to be able to predict exactly the amount 
of future hazard or damage With considerable experience, this 
condition has been realised to a fair degree m certain hnes of 
insurance. However, the regularity of mortality tables is not an 
absolute one Epidemics, wars and the like may almost double 
the expected mortality. Further, the degree of accuracy applies 
to mortality tables as a whole ; it cannot apply to each and 
every one of the thousand insurance compames operating in the 
field In fact, individual insurance companies protect themselves 
by assummg a heavier mortahty than one actually expected 
The return of the excess, made every year by insurance com- 
panies with a generous gesture, is actually only an admission 
of the inability to predict losses within closer limits. Further, 
it is common knowledge that the early msurances were based only 
on crude guesses, and later adjusted as expenence accumulated 
Certainty as to the probability of occurrence and predictabihty 
as to the extent of damage are necessanly found to be greater in 
the older forms of insurance and less in the newer ones Relative 
certainty can be obtained only on the basis of past experience 

The contingency must be one which can be verified with 
reasonable certainty. This condition again has no special diffi- 
culties for unemployment insurance Difficulties of venfication 
exist also in many forms of insurance * fire, burglary and theft, 
etc., checking up is necessary in every form of insurance. 

The contingency must be one which, when it occurs, may not 
happen simultaneously to all the insured, or to a relatively 
large group thereof, but only in any given occurrence, to one or 
to a limited number of individuals It is agreed that the 
contingency must not happen '' to all insured persons simulta- 
neously but the distinction between a ‘‘relatively large 
group and “ a limited number of individuals is not easily 
drawn. How many are a " limited number and how many 
are a “ relatively large group ? Again, the danger that a 
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contingeiicy may stnke an excessive number at once exists m 
aJi forms of insurance as in unemployment. Obviously, un- 
employment never can simultaneously affect all the insured ones, 
unless an entire mdustnal system breaks down. 

Distinction between unemployment insurance and other 
branches of insurance is one of degree and not of kind. Un- 
employment at times attained the dimensions of a catastrophe, 
and in spite of ail efforts it may do so again Unemplo3ment 
insurance rejects responsibiht}.’ for the catastrophic sector of the 
unemployment field and confines itself to unemployment which, 
averaged over a certain penod, does not exceed a moderate 
volume. It thus obtains a credible basis for its contnbution — 
benefit arrangement The catastrophic hazard of a contingency 
sinking an excessive number at one and the same time exists 
m many forms of insurance. It is undoubtedly great m un- 
employment insurance, where it is not only a hazard, but almost 
a certainty, bound to occur sooner or later and oftener than in 
other branches of insurance This factor is however, in fact, 

from an actuarial point of view a decided advantage, ^not a 

thing that renders insurance impossible. It must be reckoned 
with Knowing this, the actuary can see to it that during normal 
years as large a lesewe as possible is provided for to meet the 
contingency of an industrial depression Anyway, unemployment 
insurance accepts a more limited liabihty It covers the greatest 
part of unemployment, except in periods of severe depression, 
the rest it leaves to other social services. 

It may be argued that unemployment is not insurable, because 
adjustment of rate of premium to degree of hazard is impossible ; 
further that when a uniform rate is provided, though the degree 
of hazard is variable, this legislation leaves the domain of true 
insurance. But it has to be remembered that close adjustment 
to the degree of hazard is not always possible in other forms 
of msurance and that it is not always practised. For example, in 
the case of life insurance the factor of age alone is taken into 
account, though many other factors influence the death hazard 
The unhmited variations in the state of health cannot be 
measured accurately by the medical examination. There are 
factors like the profession, married or unmarried state, over- 
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weight or under-weight, the absent-nunded or the short-sighted 
man, the glutton and the man of moderate tastes, etc., etc., — 
all these factors have been neglected In fact, if all factors of 
hazard could be determined m advance, there would be no 
insurance, for each risk would have to pay for its own losses, 
and the value of the insurance mechanism as an mstrument 
for distnbution of unexpected losses would be destroyed Rate 
adjustment is valuable in so far as it may be utihsed to stimulate 
efforts at prevention. 

Nature of the Risk Covered 

Insurance against unemployment does not afford complete 
coverage Only limited temporary unemployment is covered 
Complete insurance is not to be encouraged, because it very 
dangerously shades into over insurance and offers an mcentive 
to losses Full restoration of loss through insurance is, as has 
already been remarked, bad insurance as well as bad psycho- 
logy The Bntish scheme came into dif&culhes when at one 
stage it tned to assume practically the entire load of unemploy- 
ment by giving benefits for an unlimited period 

The nsk covered by unemployment insurance is essentially 
temporary unemployment, not caused or continued by the fault 
of the worker, or by physical handicaps involving the respon- 
sibihty of other branches of social insurance Such covenng in 
practice determines in general the conditions to be fulfilled before 
the insured persons can be eligible for the receipt of cash benefits 
The qualifying conditions imposed for the grant of cash benefits 
are sttct. 


Cash Benefits 

Conditions of Grant 

In the first place, the claimant has to show that he is a person 
whose normal occupation is the exercise of an insurable employ- 
ment, because the term ''unemployment'’ can properly be 
applied only to those who are customarily employed. For that 
purpose the test is a minimum density of contributions^ox a 
minimum period of prior ^empToyntehf, TKTs ^"period should be 
long enough to exclude workers who enter industry for only 
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one season a year, but who are not pnmanly members of the 
permanent labour supply. In Great Bntam he must have paid 
rmrty contnbutions m the last two years (twenty, if is in 
the agricultural scheme) * But he need show only ten contabu- 
tions if his lack of employment was due to war disability. 
In Germany, the penod is tw^enty-six weeks dunng a year. This 
quahfication about tlie requisite number of pnor contributions 
may not be gamed through mere pa3nnent into the unemplo3nnent 
insurance fund Employment itself is pre-requisite f Periods 
of sickness are taken into account in most countnes, also periods 
of work in some excepted employment may be so taken into 
account 

The next set of conditions relates to the 
the last job terminated A 30b may be lost in either of the 
following three ways (1) he may be dropped from employment, 
though his services have been satisfactory, because of a decline 
in business necessitating the employment of fewer men , (2) by 
voluntary’ withdrawal, perhaps on account of a trade dispute, 
although he can continue, if he so wishes , (3) by discharge— 
w^here the worker is adjudged unsatisfactory^ by the management 
for one reason or the other, and is accordingly dropped, though 
there is still need for a workman in the given position. Of 
these, the first is a case of genuine unemployment It is a 
different matter in the other twn cases Voluntary withdrawal 
on account of stakes is commonly disallowed for eligibihty for 
cash benefits ; whatever may be the merits of the strikers' action, 
they cannot be said to be unemployed against their will. Loss 
of 30b through a lock-out is also a disqualification , the reason 
is this : many lock-outs take place in anticipation of strikes and 
vice versa It is difficult for the administrative body to decide 
which of the two sets of national combatants is guilty of the 
offensive. Therefore it has been deemed wise to profess 
neutrality and leave out both the stakes and lock-outs as eligible 
grounds for unemplo5mient benefit. Incidentally, it may be 
emphasized that this neutrality must be carried to its logical 
conclusion by not requinng workers in receipt of benefits to 

• Social Security , — Ed Robson (1943), p, 115. 

t M. R Caroll, Unemployment Insurance m Germany (1929), pp 21-52. 
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take the jobs temporaniy vacated by strikers or those locked - 
out. Aii3^way, some penalty should be applied to those who are 
justly discharged or who quit without just cause. The English 
system imposes a maximum disquahfication of six weeks and 
the actual penod may be very much less than this. The German 
maximum is four weeks. In general, it vanes from four to 
eight weeks. Permanent disquahfication as provided in the 
Wisconsin (an Amencan State) Act is certainly not desirable. 
These disquahfications would not of course apply to those who 
leave their jobs on adequate moral and hygienic grounds or for 
grave family reasons, nor to those who were unjustly discharged 
Further, the unemployed person must be able and willing to 
perform some kind of is)ork which he ha^ a Reasonable expectatlorr 
of obtaming It is provided that he must accept suitable 
employment if and when offered There are two mam sets of 
cnteria which may be used to determine whether or not a 
proffered job is suitable viz., those relating to wages and 
those relatmg in a broad sense to working conditions. The job 
must carry with it the going rate of wages for that trade and 
locahty. The work offered should ordinarily belong to the type 
of his usual work, yet care has to be taken to prevent undue 
pools of idle labour in decaymg trades and localities Relevant 
provisions vary greatly. In Czechoslovakia, the unemployed 
person is obhged to take any employment which will not hinder 
his return to his ongmal occupation ; free transportation to a new 
place of work is provided In France and Spain, he is not 
required to depart from his old job In Spain, he further need 
not take any job which necessitates a change of residence. In 
most other countries the rule is that he must accept any work 
within a reasonable radius of distance and offenng wages and 
working conditions equal to those prevaihng m the locality In 
certain countnes hke Germany, he has to accept, after a certain 
period, any work offered by employment exchanges 
The unemployed person is also required to attend the local 
employment exchange at frequent intervals while in receipt of 
benefit. This periodical reporting is required in order to 
ascertain that the claimant is really unemployed and does not 
have in fact other employment. It is also helpful in placement 
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work. Commonly the required attendance is three times a week. 
He IS further liable to receive training or perform w'ork of a 
pubhc nature, if so required 

Disquahfications in addition to those mentioned already relate 
to the receipt of other benefits, residence abroad and being an 
inmate of an institution supported wholly or partly out of public 
funds, e g , prison 

The imposition of a u'mting period is veiy useful m that it 
lessens administrative difficulties, permits the investigation of the 
statements of the claimants and prevent- the difiusion of funds 
u^n cases where both the loss and the need are comparatively 
slight The waiting period is, m almost eveiv^ law\ larger than 
that imposed m sickness insurance In Great Bntain it consists 
of three days, in Germany six days Seven days is the usual 
figure, but in Amencan laws penods of two to three weeks aie 
usual The penod is in almost all cases cumulative, i e., spells of 
unemployment are allowed to be linked together to form a 
continuous period of unemployment for the purposes of the 
waiting days and payments of benefit In Great Bntain, where 
a total of three days is required, the rule works in the following 
way : Any three days of unemplo5nnent dunng six consecutive 
days are to be regarded as continuous with one another, provided 
they are not separated by more than ten weeks, i e , sixty days. 

Amount of Benefit 

The amount of cash benefits should be appreciably lower 
than what they w^ould earn if employed, since an important 
advantage thereby results that the temptation to shun w'ork is 
greatly reduced on account of the financial gam to workmen in 
securing employment The Bntish law provides a flat rate 
benefit, as also the Wisconsin Act and its imitators The rates 
of benefits, however, vaiy^ with the sex of the claimants and 
with the age of the claimants at a few low’er ages The benefit 
rates for the agncultunsts are lower, as are also the contribution 
rates 

In sharp contradistinction stand the systems of graduating the 
benefits m closer correspondence with the difference m earnings. 
Exanunation of the benefit structure of most of the insurance 
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sciiemes reveals a tendency to weight benefits in favour of the 
more necessitous claimants, to a degree much more marked than 
is lypical of the comparable benefits of sickness insurance, which 
is a considerably older branch. This effect has been achieved m 
two'"^ different ways. In some laws, there is prescribed as benefit 
a percentage of the 'v^age, that decreases as the wage increases. 
Germany’s is a typical example ; The German scheme has eleven 
wage classes The wage of an individual is based upon the 
average remuneration he receives for three months prior to being 
unemployed. For each class a representative wage is set. 
Benefits range from 75 per cent of the lowest representative 
wage to 35 per cent, of the highest representative wage. In 
Canada, the percentage vanes from 60 to 40 The se6ond way 
is the one adopted in the Amencan laws : prescnbing a rela- 
tively high minimum while a uniform percentage apphes. Thus 
if the benefit is laid down as a uniform percentage of the wages 
with a certain high minimum, it practically amounts to laying 
down broadly a decreasing percentage 

Dependants' Allowances 

The granting of dependants’ allowances has now become almost 
a universal practice in unemployment insurance Supplementary 
allowances are granted for the dependent members of the insured 
person’s family, — ^incidentally, indicating that in social insurance, 
the social objective is stressed more than the insurance method 
These allowances are m some schemes substantial, and for large 
fainffies, may even exceed the principal benefit itself 

As for the duration of unemployment benefit, the maximum is in 
most cases less than the twenty-six weeks typical of sickness insur- 
ance. In Great Bntain and South Afnca, the maximum duration is 
twenty^six weeks. In New Zealand unemployment benefit is paid 
without himt of tune. However, in most schemes the maximum 
dTOthon varies between fifteen and twenty weeks. Another 
39adthod of limiting the duration of benefits has been frequently 
adopted in unemployment insurance — ^in fact this feature is 
pecuhar to unemployment insurance, — that the number of total 
of benefit ^ould in no case exceed a given fraction of 
&e number weekly contributions made by the worker, during 
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the previous base period, i.e., the period, on the contnbutioii 
history dunng which, is based the duration of benefits. This 
fraction may be f , | or ^ . In Great Bntam this check applies 
only where it is a question of contmumg benefits beyond 
twenty-six w^ks. 


Benefits m Kind 

PUtcement and Employment Exchanges 

Benefits in kind play an important part in schemes of unemploy- 
ment insurance. Pkcement of the unemployed workers has in 
fact the same relation to unemployment benefits as medical care 
has to sickness benefit in sickness insurance. Therefore un- 
emplo3nnent insurance has to work in very close collaboration 
with the public employment exchanges, which look after the 
employment of the persons in receipt of benefit who are required 
to attend the exchange at short mtervals in order to prove that 
they are available for work. The placement work has become 
so important that the employment exchanges have become the 
pivot of the working of unemployment insurance schemes. Not 
that the employment exchange can itself create openings for 
work, but it puts those seeking work in touch with those seeking 
labour with the least possible delay. A well organised plaang 
service plays a part of paramount importance : it is a sine qua 
non of the efficient working of unemployment insurance schemes 
which every country desirous of ensunng pubhc order and social 
justice is now obhged to establish Incidentally, it may be 
observed that besides bemg a palliative for the rehef of unemploy- 
ment, placing work should also form an important consideration 
in any economic planmng dedgned to bring more order and 
stability into the economic system The exchanges try to acquaint 
themselves with all vacancies m their locahties , they classify 
the unemployed according to their trades and skills, and arrange 
for smtable candidates to be interviewed by employers. The 
functions of the employment service often mvolve the most careful 
consideration of individual cases The exchanges require a well- 
tramed staff imbued with the idea of service to its clients and 
behaving with tact and understanding 
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Vocational Guidance and Tratnmg 

The employment exchanges must also provide facihties for 
vocational guidance and traimng. This has been done in most 
schemes It is specially valuable to the physically handicapped, 
the juvemies and §.lso adults, who need to change their trade 
The unemployed should be made hable to receive traming or 
perform work of a pubhc nature for two reasons : they can be 
happier and more contented when they are kept usefully active 
than when they are idle ; the otherwise idle time of the un- 
employed can then be turned mto the production of socially 
necessary goods or into the improvement of the capacities of the 
workers themselves. 


Organisation 

The Typical Organisation 

The typical organisation of compulsory unemployment insur- 
ance consists of a central insurance mstituhon, working through 
the employment exchanges as its local agencies. As a general 
rule, the mstituhons of compulsory msurance are admimstered 
by the State, while the machinery of voluntary insurance is 
provided by private organisations, which are generally trade 
umons The contrast is, however, not a sharp one, for the 
pubhc authorities concern themselves with the management of 
voluntary insurance funds as well, and conversely provision is 
often made for msured persons to participate m the control of 
compulsory msurance institutions 
The need for large membership of msurance mshtutions m the 
case of pension insurance has been stressed * But such con- 
centration of large number of members is required by unemploy- 
ment msurance to even a greater extent than by pension 
insurance, in order to smooth out as much as possible the occupa- 
tional and local fluctuations in the risks, though, of course, it 
still needs to accumulate a large contingency fund 
\ Where unemployment insurance and the employment service 
are not subject to the same authority, close co-operation at the 
centre is nec^sary between them. The local admimstrahon must 


♦ See Chap. IV. 
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of necessity rest upon the public employment exchanges and 
cannot be earned on without them, for there must be an agency 
to test and inspect the claims, to pay the benefits and to look 
after the placement of the beneficianes. The number of local 
offices should, of course, be sufficiently large. 

The judicial function of the settlement of disputed claims 
is performed as a rule by three sets of officials : A locaf insurance 
officer attached to each emplo3mient exchange first examines the 
claims. In Great Britain such officer is the manager of the local 
employment exchange Next, a local committee generally com- 
posed of a worker, an employer and a neutral considers cases 
appealed to them from the decision of the officer. Finally, a 
State board of umpires is constituted to take cases appealed from 
the local committee. 

For the collection of contnbutions, the stamp-book method, 
being the simplest, has been widely adopted m Europe . The 
employer has to bu\ special stamps and affix each week, — ^in 
a separate book for each worker, stamps represen tmg his own 
and the worker’s contnbution These stamps are marked with 
the date of payment So long as the worker is employed, the 
card hes with the employer In the case of loss of service, 
this card has to be deposited with the nearest employment 
exchange and this at once seiwes as evidence of unemployment, 
and furnishes the data as to the number of weeks during the 
current year for which the worker was unemployed and the 
number of weeks during which contributions were paid. A 
central record office has the cards for the previous years. 

Germany 

In Germany, administration has been placed in the hands of 
an autonomous body, the Reichsanstalt fur Arbeitsvermittlung 
und ^beitslosenversicherung, ultimate supervision over which is 
given to the Minister of Labour * The Reichsanstalt is organised 
into local, district, and national bodies. Occupational, as well 
as geographic, divisions receive recognition The Reichsanstalt 
is made of three groups having power of administration and 
control the govermng bodies , the officials and their staffs who 

♦MR Carol!, Unemployment Insurance %n Germany, p. 60. 
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conduct the work of the offices ; and the courts of reference or 
appeal. The^ three groups comprise the enforcement 
machinery of each local and district as well as of the national 
office. In many ways the organisation of the Reichsanstalt is 
unique. The disregard of pohticai boundaries in the estabhshment 
of the local and chstrict offices, and its autonomy as a national 
body, remove it from the usual types of pohticai control. The 
balance of power in the governing committees is given to 
employers and workers. 

Gre<it Britain 

In Great Britain a prominent feature of the orgamsation of 
unemployment insurance is the settmg up, under the 1934 Act, 
of the Unemployment Insurance Statutory Committee.* It 
consists of a chairman and five other members, three men and 
two women. Two of the members are appomted after consulta* 
tion with employers’ and workers’ organi^tions respectively. 
The committee is required to advise the Minister of Labour on 
the adnumstration of the scheme, — especially the supervision of 
the finances of the unemployment insurance fund, — and to report 
on regulations proposed by the Mimster, and on the fund’s 
finanaal situation at least once a year The committee has to 
be endowed with the gift of prophecy and to anticipate the 
future condition of the fimd. In fact, the committee has to 
be concerned more with the future prospects of unemployment 
than with the situation at the moment of the report. Although 
the committee has been doing quite useful work in gmdmg the 
fund, experience has shown that it is actually exceedingly difficult 
to foretell the course of employment The committee itself has 
realised this nature of its task and in the 1937 report the com- 
mittee drew attention to this fact . ‘'We draw conclusions as 
to the course of unemplo 5 mient in the future only because, with- 
out some conclusions of whatever character, we cannot perform 
our statutory duty of reporting on the prospective relation 
between the income and expenditure of the unemployment fund 
and adjusting its finances We onl y prophesy becau se we must.”t 

* Socval Security, — Ed. Robson {1943), p 122 

tibid, p. 219. 
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General Observations 

It has been said of nnempicyment insurance that No branclt 
of social insurance has witnessed so many changes due very much 
more to the painful consequences of economic stress than to the 
second thoughts of legislators/'* A situation of comparative 
stability seems to have been attained only in recent years. The 
Mstory of the British and German schemes affords ample proof 
of the above statement. In Germany, unemployment insurance 
was estabhshed m 1927, when the post-war unemployment was 
at its peak, so that the system had to withstand even greater 
tests than the Bnhsh. Under stress of economic factors and 
heavy unemployment, both the German and the British systems 
went through numerous changes. Incessant efforts were made 
to keep the systems working in vanous ways by reductions, 
restnctions and still more reductions In Great Bntain, in 1^2, 
the debt contracted by the unemployment insurance fund reached 
its peak m the sum of £115,000,000 Despite the hardships 
encountered by the two major schemes of unemployment insur- 
ance, there never have been any serious proposals m Great 
Britain or Germany for their abandonment. ‘The slow develop- 
ment of compulsory unemployment insurance in general has 
been due m part to the doubt whether unemployment is an 
msurable nsk, since it is difficult to define and is unpredictable 
m its volume, while a rehef system, it was felt, was indispen- 
sable to meet prolonged unemployment ' The recent accession of 
the Umted States and Canada to the ranks of countries with 
compulsory schemes show^s, however, that the advantages of the 
insurance forms have been judged sufficient to warrant the effort 
to subject this refractory risk to the insurance technique 

Perhaps the most basic problem m the field of unemployment 
insurance is that of obtaimng pertinent statistics to supply the 
basis for a sound insurance system Statistical data, if possible, 
should cover successive business cycles and should separate by 
wage and occupational groupings the rate and duration of un- 
employment, the total number of jobless persons and the average 
length of unemployment per person, the total number of claims 

* Percy Cohen, Unemployment Insurance and Assistance in Great Britain, p 5 
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and their annual duration under a number of possible plans It 
is true that because of the still all too vague knowledge of trade 
cycles and the many variables which have not yet been defined 
and measured, the causes of unemployment are more complex 
than those of any other single nsk The “ catastrophe'' hazard 
also defies analysis. But these difficultes did not furmsh insuper- 
able obstacles to plans worked out experimentally. Indeed smce 
the inception of the insurance scheme the necessary correlation 
of pubhc employment exchanges with compulsory unemployment 
insurance has m European countnes given far more accurate 
statistics and contmuous data with respect to the extent and 
incidence of unemplo3nnent than are available m the United 
States 

Fmally, it must be borne in mind that the argument for un- 
employment insurance can be readily accepted, provided too much 
is not claimed for it It has already been stated that unemploy- 
ment insurance accepts a hmited habihty The risk covered is 
essentially that of temporary unemplo3nnent. Unemployment 
insurance rejects responsibihty for the catastrophic sector of the 
unemployment field. When the British scheme, at one stage, 
tried to assume practically the entire load of unemployment, it 
got, as has already been said, into inevitable difficulties The 
experience of the British and the German insurance schemes has 
shown beyond doubt that unemployment insurance can care for 
only a part of the unemployment during adverse penods of 
depression, though in normal times it helps almost all the un- 
employed to '' tide over " their difdculties The limits of an 
msurance system for meeting unemployment have to be recog- 
nised. It is true that, although supplementary programmes of 
relief had to be instituted in the face of depression in a number 
of countries, the countries which had provided for some sort of 
unemployment insurance, were better able to care for their un- 
employed than countries hke the United States of America where 
public unemployment insurance schemes had been opposed, criti- 
dsed and then not adopted. Yet even the most enthusiastic 
supporter of unemployment insurance as the most dignified, 
feaable and systematic method of relieving some of the distress 
caused by lack of work, must face the realities squarely and 
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admit the need of devising a systematic plan, besides building 
up reserves in the msurance fund, for emergency relief to be 
financed from public funds and administered on the basis of need. 
In Great Bntam recognising the need for unem.pio 3 mient assist- 
ance as a complement to unemployment insurance there has been 
estabhshed a system of unemployment assistance on a permanent 
and highly systematic basis Tins was done in 1934, when the 
Unemployment Assistance Board was set up, to as^st the long- 
term unemployed who had exhausted their standard benefit * 
The Assistance Board, by which name il is now known, is one 
of the major social experimenti of die century. It is, m plant 
terms, a nation-wide rehef agency admimstenng benefits accord- 
mg to uniform scales on the basis of need. Tw^o underlymg 
prmcipies have been that there should be national rather than 
local responsibihty for the victims of national disasters, and there 
should be uniformity of treatment for such victims. The Assist- 
ance Board is an ad hoc body consisting of chairman and deputy 
chairman, full-time and appointed for seven and five years 
respectively, and three salaried part-time members appointed for 
three years each The Board was ongmally formed to assist 
the long-term unemployed who had exhausted their standard 
benefits ; since 1937, the Board took over those unemployed who 
were inehgible for unemplo 5 nnent msurance benefits but had been 
insured persons under the Widows', Orphans' and Old Age Con- 
tributory Pensions Acts Since the outbreak of the present war 
w^hen many persons were suddenly impovenshed, the Board has 
been specially empowered to administer the scheme for the 
prevention and rehef of distress arising out of the war ; and 
from 1940, the Board is also empowered to grant supplementary 
pensions to persons over 60 years of age already in receipt of 
old age or widow's pension. The Board has been given some 
more activities connected with the war In fact, the Board now 
deals more with the pensions than with the unemployed , it has 
become virtually a national assistance agency, no longer confined 
to unemployment, doing on a nation-wide scale, w^hat otherwise 
public assistance committees would have been doing locally The 

* For a detailed information relating to the Assistance Board, refer to 
. Social Security , — Ed Robson (1943), pp 126-155 
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Board also provides for rehabilitation and training on a voluntary 
ba^s. This feature of the British social insurance system is 
indeed unique, worthy of emulation by ah countries desirous of 
ensuring social security. 
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FINANCIAL RESOURCES OF SOCIAL INSURANCE 

S INCE social iasiirance guarantees the insured persons 
certain benefits in the event of the materialisation of the 
risks covered by it, considerable financial resources are rajuired 
for the system to work. Since it is an insurance system, 
the insured persons generally have to pay for the benefits tihtat 
they have been promised. However, as already explained in the 
discussion on the Concept of Social Insurance they cannot 
ahord to bear the whole burden of the cost of insurance ; this 
economic problem of social insurance has been stressed by a 
leading Amencan social worker in the following terms * 
class which needs social insurance cannot afford it, and the class 
that can afford it does not need In view of the fact that 

all individuals are not able to provide against the risks which 
they incur, the modem legislator has found it necessary to 
transfer all or part of the responsibility for the financial burden 
of social insurance upon the shoulders of persons or groups not 
directly threatened by such risks. In its financM a^ct, social 
insurance differs from public rehef also, because the insured 
persons have to pay at least a part ot the cost of insurance. Of 
course, a system of social insurance may exist (and do^ exist 
in the Soviet Russia), under which the msured are not required 
to pay any attribution and the annual costs are borne either 
by the State or the employers alone ; in these exfeeme cases, it 
becomes rather difficult to draw a clear line between insurance 
and relief. Nevertheless, the legal basis of right to benefit remains 
different in social insurance and relief. 

Cootributing Parties 

Workers 

The contributing parties are as a rule three, the workers, the 
employers and the State The theoretical considerations under- 

. ♦ f. M. Rubmow, Social Insurance (New York, 1913), p 491, 

UX 
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lying the liability of the vanous parties to contribute axe based 
on the idea that participation in the burden depends either on a" 
responsibility (in the widest sense) for the occurrence of the event 
insured against or on the advantages received in general and in 
the shape of the benefits, from the working of insurance. Side 
by side, of course, there are practical reasons, — often more 
convincing. In all schemes of social msurance except those of 
^“'Soviet Russia the workers or the insured persons are found to 
contribute towards the financing of the schemes. A number of 
advantages accrue from such contnbutions. They serve to distin- 
guish social insurance from the unpopular dole or poor rehef, 
giving social insurance some digmty or at least respectabihty, and 
also providing the soundest basis for the right to benefit The 
Workers' contnbutions further help to ensure adequate benefits, 
which in ail probabihty would not otherwise be obtained. Their 
contnbutions will not be merely transfernng sums of money from 
the pockets of one set of workers to those of another.- The added 
financial protection, which the unemployed will receive, plus the 
'psychic reassurance, which the contnbutions will occasion The 
workers' contributions will also ensure their participation m the 
administration of the scheme, thereby enabhng them to protect 
their legitimate rights, — ^the nght of participation being obtained 
according to the rule that he who pays the piper is generally 
entitled to call the tune. Their contnbutions wiU thus ultimately 
help in preventing mahngenng and in bnnging home to them 
that they are partners in the scheme They will definitely be 
far more zealous in checking possible abuses m the expenditure 
of the msurance system Finally the workers' contnbutions also 
take the place of individual savings and m fact make them more 
effective by establishing an associabon which gives better cover 
for the risks in question. 

One point has to be noted in connecbon with the contnbutions 
from the workers, viz., that while all the above considerations 
are no doubt important and show conclusively the value of their 
contributions, yet they definitely postulate the existence of 
minimum wage legislation providing adequate wages with a 
margin for savings, unless such a situation exists even without 
the support of such legislation. Otherwise only those workers 
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can be expected to contnbute who really can afford making 
payment. 

Employers 

The financial participation of employers is based on a theory 
concermng the responsibihty of the industr^^ The existing 
economic order requires that every undertaking shall itself bear 
the whole of the burdens which it imposes on production. The 
entrepreneur covers by insurance the various risks that threaten 
his material propert>^ , the same pnnciples should be apphed to 

human capital. For industnai accident:> and diseases, the 
employers’ liability pnnciple has been legally recognised almost 
evei^’ where The participation of employers in the cost of the 
nsk may be justified also by the advantages which they may 
be expected to denv e from such msurance, e g , increased effi- 
ciency of the workers because of a feehng of secunty engendered 
by social insurance Social insurance also alleviates the anxiety 
of emplov'ers for the welfare of the workers Finally, the nature 
and the level of remimeration paid to workers also seems to 
emphasize the need for the employers’ contributions. 

ParUcipahon of the State 

Participation by the pubhc authonhes in the cost of social 
insurance is justified by the inadequacy of the financial resources 
obtained from joint contnbutions from the workers and the 
employers. Further, the State is after all responsible for the 
health and safety of its people AibO, the community as a whole 
does benefit from social msurance 

The participation of the State m the cost of social msurance 
has taken various forms In some schemes, the State participates 
by w'ay of direct contnbutions. This is the case, for example, 
in sickne^a insurance schemes of Bulgaria and Chile and un- 
employment insurance schemes of Great Bntain and Poland 
These contnbutions are usually equal to half of the joint contn- 
bution of the workers and the employers. In the majority of 
cases, however, ii takes the form of subsidies of vanous types 
The State subsidy to social insurance assumes in the main two 
typical forma it ma\ be granted either in aid of the general 
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revenue of the scheme or m aid of certain benefits (or even . 
adnumstrative expenses). Some schemes may provide for/ a 
regular pa57ment by the State of a lump sum, while m some 
o&er schemes the State may allocate proceeds of certain taxes 
In Great Bntam, the State meets the entire deficiency arising 
in the finances of (sickness and) pension msurance from the fact 
that contributions are calculated to cover the nsk of persons 
entering msurance at the age of 16, whereas all persons entering 
at that or any later age up to 60, receive the same benefits , 
in addition, the State bears for the present almost the entire cost 
of pensions from the age of 70 upwards. Provision for aid from 
the State to make up any deficiency m the finances is made 
also m Spam and Denmark (mvakdity insurance). The State 
in some countries bears the cost of fraction of benefit or the 
whole of certain benefits. In the sickness and invahdity scheme 
of Great Britain and Northern Ireland, the State grant is fixed 
at 2 /9th and l/5th (in the case of males and females respec- 
tively) of the expenditure on benefits and their administration, 
payable on disbursement, i e , payment of a benefit attracts a 
grant,* m the Insh Free State, siimlar provision is made for 
2/ 9th of the whole cost of benefits. In Sweden, the whole of 
additional benefits are awarded at the cost of the State In the 
pension schemes of Austria, Belgium, Czechoslovakia, Germany, 
Italy and Luxemburg, the State undertakes the payment of 
supplements to pensions at a uniform rate for all pensions, t In 
some countries the State grants subsidies towards expenditure on 
benefits in kind, with a view to improving the standard of such 
benefits, e g , Germany earmarks yearly 20 milhon RM from 
the customs income. The State in some cases grants subsidies 
towards administrative expenses. These expenses may be in the 
form of actual subsidies or only free provision of public services. 
The whole of the expenses are covered in the Netherlands, Greece 
and Sweden, and a fraction in Czechoslovakia, Denmark, Ger- 
many, Hungary and Great Britain (sickness and invahdity) The 
cost of supervision over administra tion is generally borne by the 

• Vide Ed. Robson, Social Security (London, 1^3). 

1 1 L.O , Compulsory Pension Insurance, Studies and Reports, Series M, 
No. 10i(Geaeva, 1^3), p, 476, 
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S^te. Subsidies of a temporary character dxt made to put new 
sc^mes into force and to help them in the early years of their 
activities, as also m exceptional circumstances. In the national 
insurance schema, the State subsidy is of considerable value, 
partly to make up for the lower rate of contnbution and also 
partly because the universal scope of the scheme justifies a fuller 
measure of aid from public taxation. Thus the Swedish pension 
scheme is supported to the extent of t\^o-thirds out of public 
subsidies. 

The pnnciples underlying the participation in the cost of 
insurance are m fact so ancient that their validity has become 
almost axiomatic. They have sprung from the general responsi- 
bihty of the master for the welfare of his servant, the muiuaJi 
aid practised within occupational and other limited groups, and 
the broad and vague responsibility of the community for its 
members Wlien the earliest legislation on workmen's compen- 
sation, sickness insurance and pension insurance came to be 
drafted, it seemed natural to invoke these principles. However, 
it is in workmen's compensation that the incidence of responsi- 
bility IS most firmly established, having been set on a legal 
basis* ; and in all those schemes, the liabihty for compensation 
rests solely with the employer. In Germany, the earher measum 
put forward by Bismarck requiring the worker to contribute to 
accident insurance whs rejected, and the cost of msurance was 
placed entirely on the employers ; but that pnnciple initiated by 
Bismarck found expression in sickness insurance to which the 
worker contributes. Though no such juridical principle of 
employer's liability has been developed for the other three 
branches of social insurance, yet a broad uniformity of practice 
has been brought about from considerations of administrative, 
financial and political fusibility, and the principle of the joint 
contnbution of the worker and the employer has been almost 
umversaliy adopted Irrespective of any theoretical arguments, 
it IS evidently much easier to persuade employers and workers 
to agree to share a charge than it is to impose it wholly on one 
or the other In addition to a number of ments including easy 
collection of the jomt contribution, the joint contribution may 

* See Chap II 

0 
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sufBce — indeed it does so in many sdiemes of sickne^ insurance^ 
to cover the entire cost of the scheme, without any help i^m 
the tax-payer, 

Contributioiis from either party alone are a rare thing. In 
workmen’s compensation alone it is common to make the 
employer bear the whole habihty for compensation This practice 
may perhaps have been due to the most direct, obvious and 
exclusive connection between the nsk covered by workmen’s 
compensation schemes, viz., industrial accidents, and the employ- 
ment of the workers. So far as the other nsks are concerned, 
it is only m Soviet Russia that the cost of all social insurance 
is borne by the employers. Free msurance for the worker is a 
characteristic of the Soviet scheme. If any credits are allocated 
to social insurance in the State budget, they are paid by the 
State in its capacity as employer In the United States an 
interesting development has taken place in the held of unemploy- 
ment insurance, the underlying idea being that unemployment, 
hke industrial accidents, is a concern of the employer on the 
basis perhaps that the prevention of unemployment is largely 
in the hands of the employer as in respect of occupational acci- 
dents. Working on this idea, some States in America have 
imposed on the employers the full burden of pa3nnents m order 
that they might themselves seek to reduce or abolish unemploy- 
ment. Of course this process has been earned to its logical 
conclusion and the rate of contnbution is reduced for the employer 
if emplo3mient is stabilized by him This theory however over- 
looks the fact that the various undertakings and their manage- 
ments are responsible for unemployment only m a most hmited 
sense. Unemployment is not the same as industrial accidents. 
Further, the burden of contnbution, if placed entirely on the 
employers, can be passed on to the consumers and this possi- 
bihty shows how little the employers will be induced to reduce 
unemplo3nn€nt with a view to reducing their contributions 
Further, there is a greater likehhood of the workers’ wages being 
reduced. Instead of such indirect contnbution by the worker, 
it is evidently better that he pays direct with all the accom- 
pan3dng advantages of direct payment. 

About^ the contributing parties the following generalisations 
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•'imgJit be made * Almost all pension and unemplo 5 niieiit msur- 
aSce schemes are mamtained by contributions from workem, 
employers and the State. Notable exceptions include the Ame- 
ncan unemployment schemes, hnanced by employers only, the 
Netherlands and Spanish pension schemes, financed by the 
employers and the State, and the Greek pension scheme and 
Italian unemployment scheme, financed by workers and 
employers. It w^ill be noticed that an employer’s contribution 
is provided for in every case. The majority of sickness insurance 
schemes (about eleven) are supported by workers’ and employers’ 
contributions alone, while in some few^er ones including those 
of Germany and Great Britain all the three parties join in 
financing the insurance schemes 

However, in almost ail the special schemes providing pensions 
for saianed employees or for occupational groups, both the insured 
persons and employers contribute and there does not appear any 
rule of tendency for the State to participate also In Brazil 
tripartite contributions ha\ e been provided for all social insur- 
ance schemes, whether occupational or general , saianed employ- 
ees’ schemes are subsidised by the State only in Belgium and 
Hungaiy. 

Of the five national insurance schemes, three (viz , those m 
New Zealand, Norway and Sweden) are financed by contribution 
of citizens, as prospective beneficiaries, and by subsidies, while 
two (viz , those in Denmark and Finland) impose in addition 
certain charges on employers as such 

Shares of Contributing Parties 

As regards the proportion in which the several contnoutmg 
parties share in the cost of social insurance, one broad generahsa- 
tion may be formulated * that, w^here both workers and employers 
contnbute, their shares are equal, whether or not the State 
contnbutes as w^eli How^ever, some recently enacted laws seem 
to suggest a tendency to increase the employer’s share and 
decrease that of the worker. Only the Polish Act of 1933 provides 
for a larger cont nbution from the wage-earner, the difference 

* IX O . Approaches to Social Security, Studies and Report, Senes M. 
•No 18 (Montreal, 1942), p 67 
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between his and the employer’s contnbutions being equal to ^ 
average accident premium paid by industn^ employefs.* 
Employers have to pay contributions at a rate higher than that 
fixed for the workers m several general schemes of sickness and 
pension insurance combined (Chile , 1925 , Greece, 1932 , Peru, 
1936) and in the unemplo 5 nnent schemes of Poland (1933), 
Norway (1938), South Africa (1937) and save for the highest wage- 
classes, Canada (1940). Several instances are to be found of a 
sharing of the contnbutions that vanes with the wage-class , 
these represent an extension of a principle frequently apphed that 
the employer should pay the entire contribution in the case of 
apprentices or workers with exceptionally low wages. ^ In the 
ranaHian unemployment scheme, for example, and m social 
insurance for non-manual workers in Poland, the employer s pro- 
portion of the joint contnbution decreases gradually from the 
lowest to the highest wage-class, while the worker’s proportion 
obeys the reverse rule. 

The normal sharing of contnbutions may be changed m special 
cases on account of the economic situation of certain groups of 
insured persons, e g , those not paid in cash, apprenhces, the 
sick persons, etc Such persons are either completely exempted 
from payment or made to pay only a reduced contnbution, the 
deficit being made up by the employers concerned or the State, 
as the law may be. The employer is in a large number of schemes 
required to pay for excepted workers, hke temporary or occasioiml 
workers, normal amount of contnbutions for them, so that the 
employers may not be tempted to employ such persons in pre- 
ference to workers subject to coinpulsory insurance with a view 
to saving the amount of contribution. 

Relation of Contnbution to Wages 

The question of the relation of workers contribution to the 
rates of wages and to the degree of risk may be briefly considered 
•here. The relations between c ontnbutions and waje^pcM^e 
i between wages and benefits are gena i lTy interdep endent^ The 
nf uniform rates of 'contnbution IHd^ienaent of wages is 
generally adopted by laws which fix u niform rates of benefits, 

♦ I.L.O., Series M, No. 18. op. cit , p. 69. 
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based^on the minimum cost of subsistence. Great Bntain provides 
s^typicai illustration. This system, simple as it is in admimstra- 
tion, requires the same amount of saving from all insured persons" 
though their resources are unequal. Where the contributions have 
been fixed m relation to wages, the wages considered may be 
individual wages or only wage-classes, the rate of contribution 
being related to a representative wage from each class, --the basic 
wage. The latter system of wage-classes is more common, bemg 
less complicated in administration than the system of individual 
wages. The value of this system depends on the degree to which 
the classes cotrespond to the actual distnbuiion of insured persons ^ 
by wages, and from this point of view the number of the wage- 
classes IS an important factor. Again, the percentage which thEr" 
rate of contribution bears to the individual wage or the basic wage 
is uniform for all in some schemes, while in some other it vanes 
with the amount of the w'age, the rate increasing as the wage rises. 
This latter system is obviously more equitable In the German 
unemployment insurance scheme the rate of contnbutions for 
w’orkers and employers is> 3 per cent, of wages * 

^In_Jhe great majority of social insurance schemes, contnbutions 
axe jprqportionar to wages If the contnbutions and the benefits 
wage-earners are examined in such cases, it is evident that 
^e contributions in respect of low w^age-eamers are, as a xule, 
insufficient to cover the cost of their benefits* The deficit is met 
by a transfer from the contributions in respect of high wag^ 
earners and by the whole or larger share of the Slate subsidy," 
where such is provided^. Social insurance laws and explanatory 
memoranda are reticent concerning the manner in which the con- 
tnbutions paid in respect of an individual are appropriated for 
the benefit of another whose need is greater f It seems safe to 
assert, however, that the high wage-earner, in almost evenf 
scheme, obtains a full return for his share of the joint contnbution 
The extent to which the employer's share is used to help the 
needier beneficiaries — not only low’ w’age-earners, but also elderly 
entra nts (in whose case the nsk is high) into pension insurance 
•MR Carroll, Unemployment Insurance in Germany (Washington, 1929), 

p 81 

♦ I L O , Senes M, No 18, op cit , p 72 
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— depends in part on^ the „preserice of a State subsidy and on its 

the Belgian pension schemes, Ihe |oi^ 
contnbution is credited almost entirely to the person m respect 
of whom it is paid, while a special State subsidy tabes care of 
elderly entrants * Under the Federal pension insurance scheme 
in the Umted States, by contrast, the employers’ share is heavily 
drawn upon on behalf of both low wage-earners and elderly 
entmnts m the absence of a Federal subsidy. 

Relation of Contnbution to Risk 

In any system of social msurance, perhaps the most serious 
technical problem is the adjustment of rates of contnbution to the 
value of the vanous risks covered. The principle of insurance that 
the piemium and the probable benefit should be equal is tned 
to be followed as far as is practicable m private insurance Social 
insurance, because it is '' insurance ” must take accoimt of this 
principle ; but because it is social ” (i.e., because its purpose 
is social) it must also have regard to the social adequacy of its 
benefits and seek to prevent destitution m the largest possible 
number of cases. If the contnbution is fixed stnctly in proportion 
to the financial nsk, some distmchon must be made between good 
and bad nsks, leadmg to mcrease in the cost of insurance for 
workers that present bad nsks or to their complete exclusion from 
insurance Either alternative is opposed to the spint of social 
insurance, since it would place the workers at a disadvantage m 
the labour market, especially those who have the greatest need 
of the services rendered by social insurance 

The nsk that an mdividual introduces mto social insurance 
varies with his susceptibility to disease, accident and unemploy- 
ment, and with his expectation of hfe Therefore the important 
factors that might be taken into account as infiuencmg the degree 
of the risk are age, sex and occupation , if dependants’ allowances 
are provided, then their age, sex and number are also sigmficant 
Of these factors, that of occupation is sometimes taken mto 
account, particularly in covering occupational nsks, as exempli- 
fied m some branches of social insurance in the grouping of 
[workers by occupation, each occu pati ^ covering its own jrisk^ 

♦ I L.0 , Senes M, No. 18, op. cit., p. 73 
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special pension scheme for salaried employees, imners, rail- 
" ^^ymen, etc. ; separate social insurance schemes for industry 
and agriculture ; groupmg by occupational nsk classes withm 
schemes of \\orkmen's compensation (m all countries except 
Rumania), and ot unemployment insurance (m South Africa). 
However, except m workmen’s compensation, m ail general 
schemes, occupations are generally massed together, the contribu- 
tion being independent of the specific nsk of each occupation. 

Within every scheme of social insurance, be it general or occu- 
pational m its scope, the contribution rate as a rule is unaffected 
by the age, sex or family rebponsibihties of the worker concerned, 
though these factors largely affect the range of benefits granted. 
The only sort of selection that is exercised in social insurance is 
involved in the conditions of eligibility to benefits or of entry 
into insurance , persons whose advanced age marks them out 
as immediate candidates for benefits are barred from entry into 
insurance by the fixing of a limiting age , further, the insuring 
persons are obhged to prove that they possess normal health and 
employability by completing a quahfymg period of insurance 
before claimmg benefit Selection may be said to be effected 
to the greatest degree m pension insurance (age and long quali- 
fying penod), then to a little less (extent m unemployment 
insurance (age and medium qualifying period), then again 
to a further less extent in sickness insurance (age and 
short qualifying penod or none), and finally to the least 
extent in accident insurance. In social inburance the 
pnnciple of equality between the premium^ and 'ihe probable 
benefit" neve'rthetess finds'^aT rational^ if crude, application, parb- 
cularly if sdcia! insurance' rs compulsory' The vast majonty of 
insured persons enter insurable employment s^aight prom school 
and remaia there as long as they are able It is one of the 
advantages of compulsory Insurance that it applies to the whole, 
or the greater part, of the population and that therefore the 
law of large numbers holds good to a considerable extent The 
statement may be ventured that there is no need to distinguish 
between good and bad nsks and that the amount of contributions 
can be feed irrespective of certain factors like age, expectation 
of life, general state of health, etc , in a scheme of compulsory 
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insurance, since such individual factors are then safely replaced 
by the average probabiliiy of invalidity, death and unemplojf^ 
ment. The entrants into insurance in fact traverse a typical or 
average history, making smaller demands on benefits at some 
stages, larger at others, and they pay a level premium throughout 
their insurance career. 

Meril Ra&ng 

Another question to be considered regarding the relation 
between contribution and risk in social insurance is that of merit 
rating. Ment ratog means the setting up of^ dperential rates 
of t^^lJ.er,''‘SntoLBru!iohs‘ that are m some degree related to 
aiT employer’s success in keeping down the intensity of Jhe risk 
so lar as Ins employees are consid^ed, e g., in unemployment 
insurance this success is measured by the benefits paid to tm- 
empoyed persons formerly on his payroll,* Evidently Bbis 
theory proceeds from the hypothesis that the employer is able, 
to some extent, to control the frequency and seventy of the losses 
in respect of which social insurance benefits are payabk. Con- 
sequently it affects undertakings individually, and not groups of 
^iinilar undertakings. Ment rating is such a manipulation of 
ithe premium as wid affdrd"lLn’‘mcenfive For the' payer thereof to 
iiduce^^S^s^n tjuestipfi Merit rating is practised extensively 
mTaocident insurance, and in the United States by numerous 
State'^'^empdyihBn^ So far as sickness insurance is 

considered, a sort of nsk premium is charged for the heads of 
certain specified undertakings that are considered more dangerous. 
This is the case, for instance, in Austna, Czechoslovakia, 
Germany, Norway and Rumania^f 

In accident insurance, merit rating takes into account the in- 
equalities in risk among industries that result from differences in 
the process, machinery, etc , characteristic of each industry An 
average premium is established for each class of underiaking, 
and variations, up or down, are made in the premium charged 

* For details see Feldman and Smith, The Case for Experience Rating tn 
Unemphyment Insurance (1939). 

f IX O , Generai Frohlems of Social Insurance, Series M. No 1 (Geneva, 
1925), p. 64. 
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to each uBdertakiog, either according Jo the number and severity 
-qf the accidents that^i^ve occuned m^it, according to an 
appraisal of its equipment and orgamsationj special credit being 
given, for example, for the installation of safely devig^. In tte 
calculation of the debits and credits assigned to each employe 
are employed highly technical methods and the adinimstrative 
expense involved is considerable. Merit rating can be applied 
only m a IMted range of industaes.and fairly large m derta ki n g&. 
This device has no doubt encouraged employee to redi^e ^ 
accident hazard of their undertakings, bo^ by instaHir®. b^fer 
safety devices than the factory legislation requires and by canying 
on safety first'* propaganda among their workeiv This has 
b^n done by them not merely with t^e object of getting their 
premium reduced, but also wth a view to the other gains 
accruing from lesser accidents to their employees, e*g.>, the 
^disorganisation of production that accidents entail is lessened. 
After all the premium can be reduced only within certam linrits 
and the accidents that can be avoided by preventive measures 
compnse only a fraction of the whole Agam, American experi- 
ence shows that of the total savings effected by a lower frequei^y 
of accidents, the r^uction of premium constitutes only one 

While merit rating is common enough in the workmen's 
Jcompensation insurance, in unemployment insurance it is to be 
found only in a number of schemes in the United States alone 
^ (by the name experience rating). These schemes being only a 
few years old may be regarded as still in the experimental stage 
In unemployment insurance each undertaking is taken into 
account individually. It may be recalled that in the United 
States premiums in unemployment insurance are all paid by the 
employers alone. The premiums are uniform for the first three 
years — they are fixed at a uniform percentage of the payroll. 
Then, on the experience of the undertaking during the period, 
the premium is varied up or down, between certain limits 

The principle is clear that each undertaking shall bear a 
large proportion of the cost of the benefits paid to its discharged 
workers. In the United States the example of industrial accidents 
has been decisive ; it has been thought that unemployment hke 
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lindustnal accident is industrial rather than a social nslc, and 
jthat the cost of compensation should figure in the operatin|t' 
^expenses of the undertaking held responsible and therefore the 
entire premium is charged to the employer The question of 
inexperience ratmg in its apphcation to unemployment insurance 
has been the su^cT of cMtroveisy particularly m 

the Umted SSite^ ^the advocates of this theory consider pro- 
moting secunty of the^'jdbT as^”the“ most essential thing In this 
sense any inducemenf Ihatmisurance differentials can give to the 
einployers to introduce improvements in their operations and sp 
reduce the number of disf mi^ ls i^ of utmost desirabihtyt^"" Sir 
William Bevendge beheves that measii^ of same kind must be, 
tekenjto make trades which have excessive unemployment . 
set,, j&eff homes ^order "and pay, until they do so, for their 

own resources of labour The most important objechon, how- 
ever," to^ experience rating in unemplo3unent insurance has been 
that it will, in effect,^ reward employers who operate in sta"^ 
mdustnes_^ rather than those who have stabilized their opeirahom. 
Employers who take part in the^ production of goods for a market 
subject to severe fluctuations have to contribute at Ingh rates, 
while emg^yers who participate m the production of goods for 
a relatively 'stable markeTare" required to pay premiums at lower 
rates. The "'reward of rate reduction will go to employers who 
have done nothing to earn jt The penalty of high rates will be 
imposed upon employers who‘are not much inefficient as. unlucky - 
The supporters of the theory point out in defence that such a 
dtuation is to be found in all types of insurance, e g , hf e and 
fire, and that all differentiation in insurance rates does favour 
those who happen to be in a fortunate posihon with regard to 
the standard used for the determination of rates Insurance 
pursues broad objectives, and only rough justice can be achieved; 

The European systems have knowingly disregarded this factor 
with the view that it is fair and ji^^t that less hazardous trades 
and occupations be made to share in the burden of unemploy- 
ment which faces other trades and occupations to a much larger 
degree. In Germany the S per cent rate may be lowered for 
districts showing a favourable bal ance after adequate reserves are 

* Fdldxaaa and Sinith, op. cit., p, 13, 
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assured to the Reichsanstait * Reduction in rates is only allow- 
^le in districts which have piled up a smplus for three 
wnsecutive months. Such more favourable terms are expected to 
encourage efficiency in the administration of unempio3mient 
funds Reduction of rates is limited to districts and is inten- 
honaily not extended to individual employers or special mdustnes. 
Germany is of the opinion that gradation of contobutions accord- 
ing to the nsks of industry produces negligible results in 
controlling unemployment. It is admitted that such a policy 
might help to regularise certain types of seasonal unemployment 
or stimulate employers to discover and practise schemes for 
stabilization within their own establishments. Gains in one plant, 
however, are thought to be made largely at the expense of 
increased fluctuations in employment in other estabhshments, as 
long as the problems of trade fluctuations remain unchanged. 
A shding scale of contnbutions is considered futile to stem the 
tide of imemplo^mient arising from technological changes in 
industry’ The attempt to grade contnbutions in order to induce 
the employer to eliminate or reduce unemployment is thought 
to result from fallacious analogy between unemployment and 
mdustrial accident. The latter is an exact event the cause of 
which can be traced with comparative ease and can be subjected 
to mechanical control In addition, the accounting and adminis- 
trative costs incidental to an attempt to grade contributions 
according to risks are deemed prohibitive 

The aim of the process of expenence rating to induce the 
employers to reduce the number of dismissals is mdeed welcome, 
since amongst industrial labour arbitrary and irresponsible 
dismissals are quite common A better way to achieve it, how- 
ever, would be as follows * u ni form rates should be payable by 
employers, but upon a penodical reinew of, Sy three or" five 
ylafs, part refunJ of the^ contributions wpuld be allowable in 
cases of~"improvements in the operations of the employers 
attempts to^ reduce the number of dismissals. ^ Dismissals should 
be reviewed and examined 

If contributions are to be graduated according to the relative 
volume of unemployment, the following considerations may be 


M* R. Carroll, op. cit,, pp 81-3 
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bome in mind. ^ legal minimum and maximum below and 
above which the rate fixing body cannot go should be fixed b^ 
law, leaving at the same time ample room for the stimulus for 
regularisation to operate, '^here should be a preliminary period 
of uniform contribution, during which the necessary data will 
be collected to permit experience rating. 4^1xi fixing the relative 
rating for undertakings, it should not be forgotten that factors 
outside a given industry may aggravate unemplo 5 mient, e.g., 
shifts in demand, nse of new industries, etc. 

Incidence of the Cost of Social Insurance 

The rational distribution of cost is in itself difficult to achieve 
but it is rendered all the more so by the operation of the economic 
law of incidence, to which social insurance costs, hke taxes, are 
subject. The distribution of costs may ultimately be quite 
different from that intended by the legislator, because of the 
possible shifting of the costs to other shoulders. So far as the 
subsidies are provided out of public taxation, their incidence 
depends on the nature of the tax, according to which they will be 
bome by either the whole community or a particular group of it 
The contributions of the employers and the employees are bome 
in the first instance by those who actually pay them ; but the 
ultimate distribution of the burden is uncertain. The insurance 
contributions will, from the long-term point of view, be regarded 
by the employers as a factor in the cost of production, while 
the workers on their part will try to shift their contributions 
upon employers by demanding higher money wages. The 
contributions of the employers and the employees may finally 
be incorporated in the prices of commodities like other costs of 
production, and will in consequence be paid by the consumers 
as a whole. Or they may be allowed for imphcitly by deductions 
in the wages paid to latour and be thereby finally paid out of 
wages the incidence of the cost thereby falling on wage- 
earners. The incidence of cost does not depend only on the 
theoretical economic laws, but also on the changing conditions 
of competition, the state of the market and the bargaining power 
of the industrial organisations. 
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ACTUARIAL TECHNIQUE AND 
FINANCIAL SYSTEMS 

N ext to financial resources, the problem to be considered is 
that of organising them so as to have the social insurance 
scheme vtorking on sound lines. The essential function of any 
financial organisation is the realisation and maintenance of finan- 
cial eqmlibnum. The resources of social insurance and its charges 
have to be balanced According to the nature of the nsk and 
the benefit, it may be expedient to balance benefit expenditure 
against contribution income either over a short penod or over a 
long, even an indefinitely long period In any case, cash must 
be available to pay benefits as they fall due, and the test of 
actuanal solvency at any date is the same, namely, the equiva- 
lence of the present values of probable revenue and expenditure 
In the search for a suitable technique for social insurance, 
several systems have grown up The financial systems used in 
social insurance schemes belong to two pnncipal types : the 
4a^g|trM}or the Accumulation systemts|and the assessment systems. 
The former have developed into two separate and distinct forms, 
namely, mdividuai accumulation, i.e , accumulation in respect of 
an average individual entrant at each particular age, and collec- 
tive accumulation, i.e., accumulation in respect of an average 
entrant at an avera ge a^e. 

Individual Accumulaiton System 
In the individual accumulation ^stem, the idea has been to 
employ the methods used in private insurance for the provision 

of hfe annuities or invalidity pensions. The ni§ia.prixidple.h£te. 

isjhat in the case of a worker entering insurance at a particular 
age^ the probable present value of the income in respect of him 
and that of the liability incurred for him at that particular age 
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of entry are eqpal. In other words, contributions paid on behalf 
’oTeach person are supposedly entered into an individual account 
for the purpose of accumulating at compound interest the sum 
needed for the payment of benefit Thus there is a very close 
connection between the contributions paid for each insured person 
and the amount of the benefits that he may be granted. If the 
contributions are fiixed at a uniform rate for the whole life instead 
of having the insured person to pay at a rate increasing with 
age, then such uniform contribution rates are so adjusted that 
they at first exceed the annual value of the nsk and after a 
certain stage fall below it This is so in most cases as the nsk 
insured against increases with age The adjustment is so effected 
that the earher excess when 'accumulated at compound interest at 
an assumed rate should be sufficient to cover the deficiency in 
contributions at older ages. There is therefore always an actuanal 
reserve for every insured person ; which is at any moment the 
difference between the probable present values of the future 
hability and of the future income in respect of the insured person 
at that moment In this way the actuanal reserve is determined 
prospectively It can also be determined retrospectively by 
taking the difference between the probable present values of 
liability and income relating to the penod between the age of 
entry into insurance and the point of time at which such valuation 
is made. 

With a financial system of this pattern, a number of operations 
calling for actuariffi t echniqu e are required, chief among which 
are the establishment of benefit schedule, organisation of the 
technical accounting, calculation of the ^tumal__li^ijjiy (i.e., 
the same as actua rial reserve , it has to be noted that it appears 
on the liability side of the balance-sheet unhke the ordinary 
reserves), valuation of the investments, calculation of the rates 
of yield, selection of the rate of interest serving as a basis for 
calculation (the actuariffij^), organisation of the statistical work 
and comparison of ite results with the biometric tables adopted 
as the basis^^* 

* I.L.O t Actuarial Technique and Financial Organization of Social Insur- 
ance,.Stu<h€S and Reppi^s, Series No. 17 {Geneva,, 1940). p* 27^ . 
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^CoUective Accumulaiwn System 

f he second method with an actuarial basis is the collective 
accumulation system. In this method also the financial equili- 
brium IS defined by the relation beb^een the jprobable^pr^at 
values of tfie UaEiKfies and contnbutions of Ihe scheme ; J>ut 
here Ae individual insured person remains out of the picture, 
and die whole insured group (or certain subdivisions) n 
^dered. All the insured persons are required to pay the same 
average premium, calculated in such a way that the probalde 
vdues of the premiums to be collected balance with the probaHe 
value of the total future expenditure. It has to be noted tifat 
the actual capitalisation is no less collective in the individual 
accumulation system , only, the’ calculation of the premium m 
that system, depends on the individual charactenstics of Ihe 
insured with respect to the risk, for instance, the age at enSTy, 
Moreover it is theorebcally possible in that system to isolate 
from the mass of actuanal reser\’e, a particuiar reserve corres- 
ponding to each insured person The individual character of the 
premium is to some extent transimtted to the reserve fund. The 
result is that under that system, a member is not indissolubly 
connected with the fund in which he is first insured, since he 
may leave it and join another, provided that he brings Ms 
reserve with him, and that the new fund works on terms estab- 
hshed on the same basis as was used in the old fund 

With the average premium pattern in the collective accumula- 
tion system, the principal ta.sk ^qf actuarial technique is^to 
calculate the average premium, make the preliminary valuatmn 
needed? in the preparatory work undertaken before the introduu- 
tioM of a social insurance scheme, and prepare the actuarial 
balance-sheets (these are prepared at intervals of few years, *as 
a rule — three, four or fi\e) * The insurance institutions usually 
try to compile statistics of the worlang of the^scheme on the 
lines indicated by the actuarial services The ^actuanal balanccj; 
sheets and the necessaiy’' technical work are useful in controlling 
the finanaal evolution of the scheme and making a critical 
analysis of the sources of profit and loss. The co nclusions drawn 

♦ IX O , Studies and Reports, Senes M, No. 17, op at , p 32, 
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from the actuanal balance-sheet have very often played a decisive-^ 
part in the reforms made in social insurance legislation. 

Assessment System 

As distinguished from the above group of systems having an 
actuarial basis, there is another group, as already mentioned, 
namely, that of the assessment systems or “ distribuhon of 
costs'' systems The basic idea here is that the total contribu- 
tions and subsidies received during each year should be sufficient 
to pay for the benefits to be granted and the expenses of the 
administration to be incurred during that year. The financial 
Tmlaiicing may be aimed at for each financial year as explained 
above or for a period comprising several consecutive years. 
These systems rest, like the collective accumulation system^ on 
a collective conception of financial equihbrium. In fact^^ if 
equahty of two totals is regularly achieved, the obvious result 
is the equahty in the probable present values that, would have 
been established with the average premium pattern/ The assess- 
ment systems can ^ be divided mto two classes * assessment 
proper, where the^^contributions paid during a year or some such 
other specified period balance with the benefits paid and other 
expenses incurred during that year or period , and, secondly, 
assessment of capital cover, where the contributions paid dunng 
a year or other specified period balance with the expenses incurred 
and the capital corresponding to the pensions awarded during the 
year or the period. In other words, in cases where benefits are 
paid in the form of a pension, in the former method (assessment 
proper), only that amount is considered which falls due in that 
year or period, while in the latter method, the whole amount 
representing the probable present value of all future payments 
under premiums (commenced during the year or period) is placed 
in a reserve and capitalised to ensure the payment of the pensions. 

The assessment system, in general, has to be based on a table 
giving for each financial year an estimate of probable resources 
against one of probable charges. In addition to this " annual 
estimates table, an actuarial balance-sheet (or only a preliminary 
valuation), may be found neces^ry in most cases. In an insur- 
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ance scheme ^ith this '' annual estimates pattern, the actuarial 
\\ork consists in prepanng annual estimates table and a preh- 
imnaty valuation it necessarj^ Dunng the working oi the scheme, 
111 addition to an accounting balance-sheet, following operadons 
are required . die imual annual ebtimates table has to be reviewed 
periodically with reference to the recently compiled statistics, and 
has to be extended by a certain number of years , further, 
periodicall}" drawn eutuaiial balanct;-rhetta must take the place 
of the preliminary valuation, 



